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RESTRICTIVE TRADE PRACTICES COMMISSION 
OTTAWA 


May 16, 1960. 


Honourable E. Davie Fulton, P.C., Q.C., M.P., 
Minister of Justice, 
Ottawa. 


Sir: 


I have the honour to present to you the report of the 
Restrictive Trade Practices Commission arising out of a general 
inquiry made by the Director of Investigation and Research under 
Section 42 of the Combines Investigation Act into the business of 
automobile insurance. 


The inquiry was conducted by the Director of 
Investigation and Research over a period of several years, A 
Statement of the information and material obtained during the course 
of the inquiry was compiled in book form and presented to the 
Commission by the Director on April 21, 1958. 


Copies of the Statement prepared by the Director were 
sent by the Commission to the Superintendent of Insurance for 
Canada and the Superintendents of Insurance for the several 
provinces, also to organizations of automobile insurance companies 
and automobile insurance agents. In addition copies were sent toa 
number of automobile insurance companies that were not represented 
by any organization and to a number of member companies of the 
various organizations. Further copies were sent to national and 
provincial automobile associations and clubs, the Canadian Trucking 
Association, the Canadian Manufacturers! Association and the 
Canadian Chamber of Commerce, and upon request, to a number of 
individuals who were directly concerned in the business of automobile 
insurance. 


All those to whom copies of the Statement were sent were 
invited to make comments thereon and to supply additional 
information relative to the subject matter of the inquiry. 


A number of written briefs were submitted to the 
Commission and at the request of interested groups a hearing was 
held by the Commission, in the City of Ottawa, from April 27th to 
30th, 1959, both inclusive. 
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The Commission is indebted to the organizations of 
companies and agents and to their counsel, all of whom co-operated 
fully with the Commission in the completion of the Inquiry and the 
conduct of the hearing. 


As Mr. Pierre Carignan, Q.C., was not appointed to 
the Commission until after the date of the hearing he has taken no 
part in the preparation of this report. 


Yours faithfully, 


(Sgd.) C. Rhodes Smith 


C. Rhodes Smith 
Chairman 
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CHAPTER I 


PURPOSE, SCOPE AND HISTORY OF THE INQUIRY 


1. Reference to the Commission 


This inquiry was brought before the Commission by the 
Director of Investigation and Research, pursuant to section 42 of the 
Combines Investigation Act, R.S.C. 1952, Chapter 314, the terms 
of which are as follows: 


"42. (1) The Director upon his own initiative may and 
upon direction from the Minister or at the instance of the 
Commission shall carry out an inquiry concerning the 
existence and effect of conditions or practices having relation 
to any commodity which may be the subject of trade or 
commerce and which conditions or practices are related to 
monopolistic situations or restraint of trade, and for the 
purposes of this Act any such inquiry shall be deemed to be an 
inquiry under section 8, 


(2) It is the duty of the Commission to consider any 
evidence or material brought before it under subsection (1) 
together with such further evidence or material as the 
Commission considers advisable and to report thereon in 
writing to the Minister, and for the purposes of this Act any 
such report shall be deemed to be a report under section 19, 
NES oY AG AAC Bo am Goes ay 


The Director submitted to the Restrictive Trade 
Practices Commission, on April 16, 1958, a Statement relating to 
the business of automobile insurance. 


2. Background of the Inquiry 


"From time to time complaints have come to the 
attention of the Director under the Combines Investigation Act 
regarding various joint activities of companies 


Ee S) S2. 
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selling automobile insurance in Canada. They have related 
principally to the fixing of premium rates and agents' 


commissions. 


In particular, complaints were made to the Director on 
behalf of organizations of insurance agents arising out of an 
application made several years ago to the Secretary of State 
for incorporation of Western Canada Insurance Underwriters! 
Association and British Columbia Underwriters' Association 
under the Dominion Companies Act. Asa result of such 
complaints, the Commissioner of the Combines Investigation 
Act made representations to the Secretary of State pointing 
out several respects in which the objects of the incorporations 
being sought might come into conflict with the anti-c ombines 
legislation. Letters Patent for the incorporation of these 
organizations were not granted. Complaints have, from 
time to time in the interim, been received through Counsel 
on behalf of Agents' organizations directed against the 
establishment of uniform commission rates and restrictions on 
agents’ operation by organizations of automobile insurance 
companies, 


As a result of these complaints, the Combines Branch 
commenced several years ago to gather information relating 
to the business of automobile insurance and such information 
forms the basis of this Statement." 


(Statement, p. 1) 


The Statement contains a great deal of factual 
information about the automobile insurance business. With few 
exceptions the accuracy of this information was not disputed by any- 
one who made representations to the Commission or who appeared at 
the hearing. The Commission has therefore relied upon such 
information as being, in general, factually correct. On the other 
hand, as will appear, objection was taken to the Director's 
interpretation of and inferences from some of the facts stated, as 


well as to his conclusions concerning possible infringement of the 
law and possible public detriment. 


| 
| 
| 
| 


3. Purpose of the Inquiry 


The purpose of the inquiry i ; 
LSet ; 
Statement: ca ated in the Director's 


W ; 
, Certain aspects of automobile insurance are regulated | 
y the Federal and Provincial Governments. With such 


a 
pects the anti-combines legislation has no concern. It was 


considered desirable, however, to examine the field, by way 
of a general inquiry under section 42 of the Combines 
Investigation Act, for the purpose of determining whether 
there were aspects, not covered by Federal or Provincial 
legislation, in respect of which the companies were engaging 
in practices which might lead to question under the Act. An 
inquiry under section 42 is not directed to the investigation 

of a specific suspected offence against the Act. It is directed, 
rather, to a general examination of restrictive practices 
which may raise a question of the public interest, whether or 
not such practices involve contraventions. It was considered 
that such an inquiry would serve two principal ends. First, 
by disclosing any practices that may be questionable under the 
Act, it would give the companies an opportunity to review their 
policies in respect of such practices. Second, if it appeared 
that any such practices would be, if subject to public control, 
desirable, it would give the companies an opportunity to seek 
legislative sanction, accompanied by appropriate safeguards, 
therefor. In brief, then, this inquiry is concerned with those 
aspects of the industry which are not covered by Federal or 
Provincial legislation." 


(Statement, pp. 1-2) 


4. Collection of Information by the Director 
of Investigation and Research 


As part of the inquiry conducted by the Director several 
questionnaires were sent out from the Director's office to secure 
information on automobile insurance. One questionnaire was sent to 
each company shown by the reports of the Federal and Provincial 
Superintendents of Insurance as writing automobile insurance in 
Canada. Other questionnaires were sent to each of the Underwriting 
Associations, Conferences or Federations whose members were 
engaged in writing automobile insurance. Later a questionnaire was 
sent to each of the various associations of insurance agents 
throughout Canada. 


Bs Steps Taken by the Restrictive Trade 
Practices Commission 


On May 16, 1958, the Restrictive Trade Practices 
Commission wrote to each of the Underwriting Associations, 
Conferences and Federations from which information had been 


84607-1—2} 


obtained by the Director, enclosing a copy of the Statement on the 
business of automobile insurance and stating that it was now the 
function of the Commission to consider this Statement, together with 
such other evidence and material as it might obtain, and report 
thereon to the Minister of Justice. 


In its letter the Commission stated that it thought the 
organization or its members might desire to make representations 
covering the subject matter of the inquiry and to offer reasoned 
comments upon the Director's conclusions. The organizations were 
invited to make their representations to the Commission in the form 
of written briefs. Subsequently a copy of the Statement and a similar 
invitation were sent to a number of insurance companies that were not 
represented by any organization and also to a number of member 
companies of the various organizations, 


Similarly, copies of the Statement and invitations to make 
representations were sent to the various organizations of insurance 
agents across Canada. 


The Commission also sent copies of the Statement to the 
Federal and Provincial Superintendents of Insurance and stated that 
it would welcome any comments or additional information relevant to 
the subject matter of the inquiry. 


Copies of the Statement were sent by the Commission to 
national and provincial automobile associations and clubs, to the 
Canadian Trucking Association, the Canadian Manufacturers' 
Association and to the Canadian Chamber of Commerce, and these 


organizations were invited to comment on the subject matter of the 
inquiry. 


The Commission received a number of unsolicited 
requests for copies of the Statement on the business of automobile 
insurance and copies were supplied to those who were directly con- 
cerned in the business of automobile insurance. In all, 285 copies 
of the Statement were distributed by the Commission. 


In response to the Commission's invitation a number of 
organizations indicated their desire to make representations on the 
Statement submitted by the Director but considerable time was 
required by some organizations for the preparation of their 


submissions and the last of these was not received by the Commission 
until February, 1959, 


Although the Commission had invited written 
submissions from interested parties, the request was made by some 
parties for an oral hearing in addition to the written representations 
and some other parties requested that the brief submitted by one group 


should be made available to all other parties. Accordingly, the 
Commission arranged for a hearing to be held in Ottawa beginning 
on April 27, 1959 and in advance of the date of the hearing the 
Commission furnished each party submitting a brief a copy of each 
of the briefs received by the Commission from other parties. The 
briefs so exchanged had been submitted by the following: 


Canadian Underwriters' Association 

Independent Automobile and Casualty Insurance Conference 
Insurance Agents!’ Association of British Columbia 

Nova Scotia Fire and Casualty Agents' Association 

Nova Scotia Provincial General Insurance Agents Association 
Royal Insurance Company Limited and Associated Companies 
Toronto Insurance Conference 

Winnipeg Conference of Insurance Agents. 


The hearing was held before the Commission in the 
Exchequer Court, Ottawa, on April 27th, 28th, 29th and 30th, 1959. 
The following appearances were made: 


J. J. Quinlan Representing the Director of 
Investigation and Research 


Cuthbert Scott, Q.C. Representing the Toronto 
Insurance Conference; 
Winnipeg Insurance Conference; 
British Columbia Agents 
Association; and having a 
watching brief for the Canadian 
Federation of Insurance Agents 


Hazen Hansard, Q.C. Representing Canadian Under- 
Deu MacTavish, oQsC. writers' Association 
Leslie Ham 


Reerse Wilson, Q.C. Representing Independent 
Automobile and Casualty 
Insurance Conference; 
Western Canada Independent 
Automobile Insurance 
Conference; Independent Auto- 
mobile Insurance Conference 
of British Columbia 


Charles B. Robison Representing State Farm Mutual 
Automobile Insurance Company 


At the hearing evidence was adduced by counsel from the 
following witnesses: 


J. Mylrea 


E.C. Ryan 


W.E.S. Tomenson 


mh. Sb Drisco 


H.,. McD. Martin 


S. Leipsic 


C.A. Baines 


Principal partner, Reed, Shaw and 
McNaught, 25 Adelaide Street 
West, Toronto, Ontario. 


Ryan Agency Ltd., 296 Garry 
Street, Winnipeg, Man., Past 
President, Insurance Agents' 
Association of Winnipeg. 


Tomenson, Saunders, Smith and 
Garfat, Ltd., Toronto, Ontario. 
Past President, Toronto 
Insurance Conference. 


Smalley, Brisco and Thompson 
Limited, Chatham, Ontario. 
Vice-President, Ontario 
Insurance Agents’ Association. 


Abernethy Insurance Associates 
Limited, Vancouver, B.C. 
Past President, Vancouver 
Insurance Agents' Association. 


Insurance Manager, Aronovitch 
and Leipsic Limited, Winnipeg, 
Man. Past President, 
Insurance Agents' Association of 
Winnipeg. 


Assistant Manager for Canada, 
Zurich Insurance Company, 
Toronto, Ontario. President, 
Independent Automobile and 
Casualty Insurance Conference. 


During the course of the hearing some ten exhibits, 
numbered H-1 to H-10 inclusive, were filed with the Commission. 


. In this report, for convenience of reference, exhibits 
will be referred to by letter and number. Reference to the transcript 
of the oral testimony given at the hearing before the Commission will 


be as follows (Hearing, p... 


e)s 


The Statement submitted to the 


Commission by the Director will be referred to as the Director's 
Statement and quotations from it will be cited as follows 


(Statement, p. 


te 0) 8 


6. Positions Taken by the Parties with Respect to the 


Propriety or Legality of the Inquiry and 
Its Conduct 


The position taken by the Canadian Underwriters! 
Association, (C.U.A.) both in the brief submitted to the Commission 
and at the hearing, was that the inquiry as a whole and the hearing 
by the Commission were not within the jurisdiction of the Director of 
Investigation and Research or of the Restrictive Trade Practices 
Commission. The arguments advanced in support of this position 
may be outlined as follows: 


ye, While section 42 of the Combines Investigation Act 
empowers the Director to carry out upon his own initiative, or upon 
direction from the Minister, or at the instance of the Commission, 
an inquiry of the type described by section 42, it does not empower 
the Director to launch an inquiry upon the basis of the sort of 
informal complaints which are mentioned in the opening paragraphs 
of the Director's Statement. These informal complaints are not 
complaints under sections 7 and 8 of the Act, and for that reason 
the inquiry is beyond the power of the Director. 


as Section 42 of the Act empowers the Director to carry out 
an inquiry concerning the existence and effect of conditions and 
practices having relation to a commodity which may be the subject of 
trade or commerce. Insurance, however, is not a commodity and 
there is no commodity of any kind whatever involved in the business 
of automobile insurance. The argument that the commodity with 
which the inquiry is concerned is automobiles is a false argument. 
Insurance is a contract of indemnity, dealing with intangibles, with 
rights created by agreement. Because insurance is not a 
commodity, the Director has no jurisdiction under section 42, 


3% The conditions and practices, the existence and effect of 
which the Director is empowered to investigate under section 42 of 
the Act must be related to monopolistic situations or restraint of 
trade. Automobile insurance, which consists of contracts creating 
rights of indemnity, cannot be monopolized, and because this is so, 
the Director has no jurisdiction to carry on this inquiry. Again, as 
automobile insurance is not a commodity, it cannot be bought and 
sold, and for that reason there is no trade to be restrained. 
Therefore this inquiry is beyond the Director's jurisdiction. 


4, If these proceedings are not sanctioned by law, and if 
what appears in some of the opposing briefs amounts to libel, it is 
possible that the Minister, if he made public a report in which some 
of the libellous material were included, would not be privileged and 
might be liable for legal action on the ground of libel along with the 


persons presenting the briefs. While it is not libellous to speak of 
combinations (as was done in the Masten and Hodgins reports) it is 


libellous to refer to a group as a combine. 


5. As there is no Statement of Evidence (only a Statement") 
and because there are no allegations, there is no order of procedure. 
Hearings in the sense of section 18 of the Act are not contemplated 
under section 42, and that is why there is no order of procedure. 
Neither can the inquiry be brought under sections 8-18 of the Act: 

for the root of these sections is that the Director must make allega- 
tions and there are none in the Director's Statement. 


G, The inquiry cannot be brought under section 411 of the 
Criminal Code except in respect of the price of insurance 
(subsection (1)(d) of section 411). This section is not concerned 
with the preservation of competition in general. As it is criminal 
law, it must be interpreted restrictively, and as far as insurance is 
concerned, it is limited to price. There is no jurisdiction under 
section 411 for an inquiry into any other aspect of insurance. 


he The major part of automobile insurance, public 

liability and property damage, ''. . . is not insurance upon persons 
or property at all. Onthe contrary, it is indemnity insurance against 
possible liability for damages". 


Sa The anti-combines legislation does not extend to the 
employer~-agent relationship. 


JP There is no conspiracy because the rates arrived at by 
the C.U.A. are presented to the provincial superintendents of 
insurance as well as to the Superintendent of the Federal 
Department of Insurance. 


10, Even if the inquiry were to be brought under section 18 

of the Combines Investigation Act, it would be necessary to show that 
it is related to a commodity. As insurance is not a commodity, this 
cannot be done and therefore there is no jurisdiction. 


Like The representatives of the insurance agents! 
associations have no rightto appear before the Commission to make 
allegations or to support them, for the making of allegations is the 
duty of the Director. If private individuals wish to make allegations 
or provoke proceedings under the Combines Investigation Act, the 
procedure is indicated in sections 7 and 8 of the Act, which ac not 
entitle them to become private prosecutors, but ks set the 
Director inmotion, Furthermore, the agents’ associations in 
appearing before the Commission are not within the Combines Act 
or the companion sections of the Criminal Code because there is no 


wiiaies Ria 
modity involved, What insurance agents perform is a service, 


but the anti-combines laws do not deal with services. 


h2e, This inquiry should be held privately, for under section 
28 of the Combines Investigation Act all hearings held under the Act 
must be held in private unless the Chairman rules otherwise. 
Because the law which the Commission is administering is of a 
criminal type, and there are overtones of allegation and crime, it is 
highly desirable for the protection of those whose business is being 
investigated, that the matter should not be made public until the 
Commission has made a report and the Minister has made the report 
public. 


kW We Section 42 of the Act, under which section the inquiry was 
held, is itself ultra vires of the Parliament of Canada for it is not 
criminal law or law designed for the detection or prevention of crime. 


14, Finally, insurance falls into the category of property and 
civil rights, which category has been expressly reserved to the 
provinces under the British North America Act. Judicial decisions 
have defined an unhampered and unqualified jurisdiction to regulate 
all aspects of insurance within the provinces. Asa result, the 
Federal Government has restricted itself to licensing with respect 
to solvency. 


In opposition to the above, arguments supporting the 
validity of the inquiry were put forward by counsel for several 
associations of insurance agents, and by counsel representing the 
Director of Investigation and Research under the Combines 
Investigation Act. These are summarized below, the paragraph 
numbers corresponding in most cases to the numbers given in the 
summary of the arguments on behalf of the Canadian Underwriters' 
Association. 


1s, Mr. Scott stated that he understood this inquiry had been 
instigated by the Director upon his own initiative. The Director is 
clearly empowered by the Act to make an investigation upon his own 
initiative. 


on Mr. Scott argued that insurance, and particularly 
automobile insurance, is a commodity because "commodity" when 
used in the singular has a very broad meaning, broad enough to 
include insurance. The singular was deliberately’chosen by 
Parliament to make inquiries of this kind as broad as possible. 
Insurance is a commodity, namely, protection. Whether this 
commodity is a subject of trade and commerce is immaterial, for 
the section says ''which may be the subject of trade or commerce." 
Thus there is an alternative. If Parliament intended that the article 
should be an article of trade or commerce it would have said "which 
is a matter of trade or commerce". 


- 10 - 


Mr. Quinlan, on behalf of the Director, argued that the 
inquiry is within the jurisdiction of the Commission under section 42 
because the conditions and practices of concern are related toa 
commodity, namely, automobiles. One need not be concerned with 
whether insurance itself is a commodity. Automobile insurance 
provides for indemnification for loss or damage to or by an 
automobile, which is a commodity. 


oo Mr. Scott argued that as long as insurance is in any 
sense a commodity, it is not necessary, in order to establish the 
Commission's jurisdiction, that an actual monopoly or restraint of 
trade be established. All that is necessary is that the conditions 
and practices being inquired into have some relationship to 
insurance and some relationship to monopolistic situations or 
restraint of trade. 


Mr. Quinlan argued that it is quite possible in the 
insurance business to have most of the restrictions on competition, 
such as price-fixing, restriction on entry, boycott, and coercion, 
which one could have in other business and that therefore insurance 
could be monopolized. 


4, Mr. Scott argued that the Masten Commission of 1919 
and the Hodgins Commission of 1930 made reports on the business of 
automobile insurance in the course of which statements were made 
to the effect that combinations were in existence. There was never 
any action for libel against either of the Chairmen of these 
Commissions. Again, when the Western Canada Insurance Under- 
writers' Association and the British Columbia Insurance Under - 
writers' Association applied to the Secretary of State of Canada for 
incorporation, agents' associations opposed the applications on the 
grounds that some of the objects of the proposed corporations were 
contrary to the anti-combines legislation. 


By Mr. Quinlan argued that if Parliament has specific 
jurisdiction over restrictive practices as indicated in sections 
411-412 of the Criminal Code and sections 2, 32 and 34 of the 
Combines Investigation Act, it would be very difficult to see why it 
should not have the power to inform itself about such matters in the 
manner indicated in section 42 of the Combines Act. 


6. Mr. Quinlan also said that there are many things which 
directly or indirectly affect price or can be used to buttress a price 
agreement and that therefore it is incorrect to Say that no other 
aspect can be considered in an inquiry into insurance under section 
411 of the Criminal Code. He argued further that it is clear the 
courts have said that the anti-combines legislation does 

prohibit undue or detrimental restraint at large, or obversely, 

that it protects competition at large. 
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Va In response to the C.U.A.'s argument that the major 
part of automobile insurance is not insurance upon persons or 
property at all, Mr. Quinlan argued that in the various types of 
insurance related to automobiles, whether public liability, property 
damage, collision, fire, theft, or comprehensive, it is agreed to 
indemnify the insured person in respect to damage caused to or by a 
particular commodity, namely, an automobile. 


9; Mr. Scott argued that if the C.U.A., after establishing 
rates, lays them before the superintendent of insurance, that isa 
courteous gesture but nothing more. The superintendents of 
insurance do not either approve or disapprove rates. 


ily Mr. Scott argued that he and his clients had the right to 
appear and be heard because the Commission is empowered by 
section 42 to gather such further evidence or material as it sees 
fit. Thus the question of what evidence may be considered is at the 
discretion of the Commission. 


iz, Counsel for the Director and the insurance agents'! 
associations submitted that the Commission should admit all 
interested persons to the hearing so that they would have an 
opportunity to make such representations as they desired, but 
neither counsel pressed for a public hearing. 


13.. and. 14. Mr. Scott argued, with regard to the constitutional 
question, that the inquiry is intra vires because it is well settled 

in law that Parliament may, under its jurisdiction over criminal law, 
deal with matters which in their civil aspects are properly within 
the jurisdiction of the provinces. Thus a transaction valid under 
provincial law may be an offence under the criminal law. 
Consequently, if Parliament has the power to declare certain 
specific acts to be criminal offences, it has the authority to 
authorize an investigation to ascertain whether such acts have been 
committed. Thusthe Director's investigation and the Commission's 
hearing are intra vires. 


On this issue, Mr. Quinlan's preliminary submission was 
that constitutional issues are not within the jurisdiction of the 
Commission; the proper place for settling such issues is the courts. 


Having said that, Mr. Quinlan, like Mr. Scott, argued 
that while the provinces have the power to enact legislation affecting 
the production and marketing of particular commodities, private 
arrangements in respect of these commodities are not withdrawn from 
from the application of the anti-combines law. If Parliament has 
specific jurisdiction over restrictive practices, it has the power to 
inform itself about such practices, as provided in section 42, 


ee 


7, Rulings of the Commission with Respect to the 
Propriety or Legality of the Inquiry 
3 and Its Conduct 


It was the view of the Commission that a commission 
appointed to administer an act is not the proper body to determine 
the constitutionality of that act and consequently the Chairman stated 
that the Commission would not deal with the question which had been 
raised as to the constitutional basis for the conduct of an inquiry 
under section 42 of the Act. 


On the question of the authority of the Commission to 
hold a hearing in connection with an inquiry under section 42 and to 
receive briefs and evidence, the Chairman pointed out that section 42 
gives the Commission quite broad powers to proceed with an inquiry. 
In addition to considering any evidence or material brought before it 
by the Director, the Commission is authorized to consider such 
further evidence or material as it considers advisable. There are no 
limitations placed upon the evidence or material which may be sought 
or the manner in which the evidence or material may be secured. 
Thus the holding of a hearing to obtain further evidence or material 
is within the authority of the Commission. 


It was the ruling of the Commission that there is 
jurisdiction under the Act for the holding of an inquiry under section 
42 into the business of automobile insurance. It may be noted that 
insurance is embraced in the definition of combine in the Act. 


Section 2(a)(v) defines "combine", the relevant wording being as 
follows: 


"2.(a) 'combine' means a combination having relation to 
any commodity which may be the subject of trade or 


commerce, .. . having or designed to have the effect 
of 


(v) . . . lessening competition in, . .. insurance..." 
The Act is intended to apply to combinations which would have the 


effect of preventing or lessening competition in insurance. Section 
42 provides that: 


"The Divectdr 7 limnay a6 i carry out an inquiry 
concerning the existence and effect of conditions or 
practices having relation to any commodity which may be the 
subject of trade or commerce and which conditions or 


aS 


practices are related to monopolistic situations or 
restraint of trade..." 


Since this language is very broad, it is intended to cover all kinds 
of conditions or practices which can create monopolistic 

situations or restraint of trade, and applies to insurance as well as 
to other matters mentioned in section 2. Therefore, this inquiry 
may be carried out under section 42. Inquiries under section 42 
differ from those under section 18 in that a statement containing 
allegations is not required. Consequently the absence of 
allegations as such does not affect the validity of the inquiry. 


On the question of whether the hearing should be held 
in private, the Chairman said that this inquiry is not of the usual 
type under section 18, where there are specific allegations, and 
that, therefore, the requirement that proceedings should be conducted 
in private should be viewed liberally. While he did not think, in 
view of the representations which had been made that there should be 
a ruling that the hearing would be open to the general public, he felt 
that any individuals or organizations who could contribute 
information relevant to the inquiry should be allowed to be present 
and to give evidence. The hearing then proceeded on this basis. 


CHAPTER II 


AUTMOBILE INSURANCE IN CANADA 


1. The Nature of Automobile Insurance 


Insurance, other than life insurance, may be defined as 
a contract whereby one party, called the insurer, or underwriter, 
undertakes, for a sum of money called a premium, to indemnify the 
other party, called the insured, against loss or liability from 
certain risks to which the object of the insurance may be exposed, 
or from the happening of a certain event. 


In particular, automobile insurance is a contract of 
indemnity (up to the amount stated in the policy) against liability 
for loss or damage to persons or property caused by an automobile, 
or the use or operation of an automobile, and against loss of or 
damage to an automobile. An automobile policy may consist of 
three sections, one relating to third party liability, one relating to 
medical payments, and a third relating to loss of or damage to the 
insured automobile. 


In the section relating to third party liability, the 
insurer agrees to indemnify the insured and every other person who, 
with the insured's consent, personally drives the automobile, 
against the liability imposed by law upon the insured or upon such 
other person for loss or damage arising from the ownership, uSe, or 
operation of the automobile, and resulting from bodily injury to or 
death of any person, or damage to property. 


The second section, relating to medical payments, 
differs from the others in that it is accident insurance rather than 
indemnity insurance, It is a contract whereby the insurer agrees to 
pay, for each person who sustains bodily injury caused by an 
accident while driving, being carried in or upon or entering or 
alighting from the automobile and resulting from injuries arising 
from these activities, the expense of any necessary medical, 


surgical, dental, ambulance, hospital, professional nursing and 
funeral services. 
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The third section relating to loss of or damage to the 
insured automobile, consists of a contract whereby the insurer 
agrees to indemnify the insured against direct and accidental loss of 
or damage to the automobile: (1) caused solely by collision with 
another object or by upset; (2) arising from any cause other than by 
collision or upset; (3) caused solely by fire or lightning, or by 
accident to a conveyance in which the automobile was being trans- 
ported or, (4) caused solely by theft or attempted theft. 


The insurance described above as third party liability 
insurance is also sometimes known as public liability and property 
damage insurance. 


The insurance described above under the third section is 
sometimes described as consisting of two types of insurance, the 
first being called collision insurance, while the second, covering all 
of the rest of the risks or perils described therein is called 
comprehensive insurance. 


In common usage and in this report the term 
“automobile insurance" is not restricted in its application to 
automobiles alone, but is used to refer also to the types of 
insurance nadmed above when applied to trucks, buses and inter- 
urban transport as well as to privately-owned passenger automobiles. 


2. Types of Organization Selling Automobile Insurance 


Insurance in Canada is broadly classified by the Federal 
Department of Insurance as either casualty, fire, or life. The latter 
two classifications are self-explanatory, but casualty insurance 
consists of some 20 to 30 classifications, one of which is automobile 
insurance. The majority of insurance companies, however, for at 
least several years, have considered automobile insurance as a 
separate classification from casualty insurance generally. While a 
few companies write all classes of insurance, the majority of 
companies are engaged in the life insurance field or in the automobile, 
fire, and casualty field, but not in both life insurance and the other 
groups. Of the companies which are engaged in the automobile, fire, 
and casualty field, some companies write only automobile or fire or 
casualty insurance, others write two of these classes, and still 
others write all three. 


The organizations in Canada selling automobile 
insurance comprise stock companies, mutuals, reciprocals, the 
Lloyds organization, and the Saskatchewan Government Insurance 
Office. 
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A stock company is an ordinary corporation created in 
the usual way, having shareholders who are the owners of the 
capital stock of the company, and a board of directors elected by the 
shareholders. A stock company is in all respects similar toa 
corporation in any other line of business. Any profits which may 
arise from the operation of the company's insurance business belong 
to the company. To the extent that dividends are declared by the 
directors these profits will be distributed to the shareholders. 
Similarly, any losses sustained by a stock company as a result of its 
operations will be borne by the shareholders, either through reduced 
dividends, or, in extreme cases, through the bankruptcy of the 
company and the partial or complete loss of the shareholders! 
equity. 


A mutual company is a company whose policyholders take 
the place of shareholders, there being no shareholders in the ordinary 
sense of the word. The policyholders elect a board of directors and 
for this reason may be said to have ultimate control over the 
company's policy. Profits arising from the operation of a mutual 
company's business are made available to the policyholders, at least 
in part, either in the form of dividends on the policies or in the form 
of reduced premiums for a subsequent year. Any losses sustained in 
the operation of the mutual's business are similarly borne by the 
policyholders. 


A reciprocal is a group of persons formed for the 
purpose of exchanging reciprocal contracts of indemnity or inter- 
insurance with each other through the same attorney. It is an un- 
incorporated organization. 


The corporation of Lloyds is a British institution unique 
in that the corporation as such does not subscribe policies, risks 
being accepted by individuals, each of whom signs for a specified sum 
for which he alone is responsible. The liability of each individual is 
limited only by the total of the sums for which he signs. 


The Saskatchewan Government Insurance Office is an 
organization set up by an Act of the Saskatchewan Le gislature in 
1944 to do a general insurance business. It commenced business on 
May 1, 1945. Although the basic principle of the Act is compulsory 
insurance to secure financial redress to Saskatchewan residents who 
are injured in motor vehicle accidents and to the dependents of 
persons killed in such accidents, changes have been made in the plan 
practically every year, and at the date of this inquiry, it provided 
public liability, property damage, and comprehensive insurance in 
addition to the personal injury protection. In addition to the 


compulsory insurance required by the Act, additional coverage may 
be obtained from the Office on a voluntary basis, 
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3. The Agency System 


The variation in the type of enterprise engaged in 
writing automobile insurance is accompanied by variations in the 
channels through which the business is conducted. A few companies 
deal directly with insureds and are known as "direct writers". They 
usually operate through branch offices which may be insurance 
offices exclusively or may be combined with some other establish- 
ment when the insurer is also engaged in other kinds of business, 
Much of their automobile insurance business may be done ona mail 
order basis. Thus, "direct writing'' companies do not work through 
independent agents, and the middleman's function, as represented by 
the independent agent under the agency system, does not exist. 


Most insurance companies conduct their business through 
agents, although some maintain branch offices for supervisory 
purposes as well. 


The agency system of doing business involves the selling 
of a company's contracts of insurance through agents who are 
independent business men owning or renting their own premises and 
managing their businesses independently. They may be engaged sole- 
ly in the insurance business or they may be engaged in real estate 
or finance or some other business at the same time. The agent's 
relationship with the company whose insurance he sells is on the 
basis of an independent contractor rather than that of an employee. 
Various provinces require that agents operating in the province be 
licensed by or hold a certificate of authority from the province. The 
definition of an agent is substantially similar in most of the 
provincial Insurance Acts, the following from the Alberta 
Insurance Act!) being typical: 


' tagent' means a person who, for compensation, solicits 
insurance on behalf of any insurer or transmits, fora 
person other than himself, an application for or a policy of 
insurance to or from the insurer or offers or assumes to 
act in the negotiation of insurance or in negotiating its 
continuance or renewal." 


Agents are classified in various ways, such as city 
agent, local agent, provincial general agent, and supervising general 
agent. . 


(1) RsSswWi .6)942);5.C.20bS.2 3). 
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By the term supervising general agent is meant an agent 
whose entire business is derived from sub-agents and brokers, who 
has entire charge for an insurance Company of its business throughout 
one or more provinces, who maintains a fully equipped and independ- 
ent insurance office, and who supervises all the company's agents 
and their business in the prescribed territory. The supervising 
general agent is not an agent in the sense of one who is directly 
engaged in securing new business or renewing old business. He is in 
effect a manager for a company throughout the territory for which he 
is appointed. He is, however, paid in whole or in part ona 
commission basis. He is expected to develop the company's business 
in the territory and to appoint his own local agents. 


The provincial general agent resembles the supervising 
general agent in that he has entire charge for an insurance company 
of its business throughout one or more provinces, maintains a fully 
equipped and independent insurance office, and supervises all of the 
company's agents and their business in the prescribed territory. 

He appears to differ from the supervising general agent in that, while | 


acting as the manager for a company in the territory for which he is 
appointed, he also produces new business in the same way as does a 
local agent. On that part of his work which consists of supervising 
the work of city and local agents, he is paid by "over-riding 
commissions'', On business which he himself produces he may be 
paid a commission at the same rate as a local agent, or ata higher 
Fate. 


A city agent is one who has been appointed as a city 
agent by an insurance company. It would appear to be somewhat 
difficult to distinguish the functions of the city agent from that of 
the local agent, as within the last 10 years the functions of these 
two would appear to have become somewhat similar. The evidence 
Shows that the work of a city agent consists in canvassing for 
business, filling out detailed application forms for individuals and 
having them signed, submitting the application to the company, and 
delivering the policy when written to the client. When the client 
meets with an accident, the city agent notifies the company, sees 
to it that an adjuster gets to the scene rapidly, and tries to 
expedite an adequate or amicable adjustment of the loss sustained. 
The city agent is paid on a commission basis, the commission being 
calculated as a percentage of the premium paid by the insured. The 
evidence indicates that formerly the city agent generally prepared the 
automobile policy himself, but it would appear that for the greater 
part this is no longer done, the company having taken over this 
function, One witness claimed that as of the first of 1959 the city 
agent and the local agent were to all intents and purposes virtually the 


gamete It would seem that at one time the city agent had the right to 
appoint sub-agents who were then local agents. 
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A local agent simply means an agent having a contract 
with an insurance company but who does not hold the appointment of 
supervising general agent, provincial general agent, or city agent. 
It would appear that at the present time the local agent's functions 
are very Similar to those of a city agent. Although the local agent 
is appointed on behalf of and by the company, in practice he is 
generally regarded as the agent of the general agent. The local 
agent's field of operations is within a local area. He is paid ona 
commission basis just as is a city agent. 


An insurance broker, unlike an agent, has no contractual 
relationship with a company and can offer his business to any 
company, being considered more or less as a representative of the 
insured. Generally, a broker is required to be licensed to solicit 
insurance business. Brokers are divided into two classes, domestic 
and foreign. A domestic broker is a firm, person, or corporation 
domiciled in Canada and holding a licence from a provincial 
authority to solicit insurance business. A foreign broker is one 
who is domiciled outside Canada and who is licensed to transact 
insurance business in his place of domicile, but who places 
business with an insurance company carrying on business in Canada, 
Neither type of broker has a contractual relationship with a company 
nor holds an agency appointment from a company. 


The agency system of acquiring insurance business as it 
has developed in the United States and Canada differs markedly 
from the agency system used in England. There the acquisition of 
new business is carried on by inspectors who act as the middlemen 
between the agents and the branch office. The agent is nota 
professional insurance man, does not write policies, and has to 
rely largely upon the expert advice and assistance of the inspector. 
The agent is simply a man who procures business and apparently 
has little authority or responsibility. (1) 


(1) Insurance Supervision and Practices in England (Fire, 
Marine and Casualty): A Report by Deputy Superintendents 
Alfred J. Bohlinger and Thomas C. Morrill to Robert E, 
Dineen, Superintendent of Insurance, State of New York 
Insurance Department, 1948, pp. 57-8. 
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4. Classification of Insurance Companies 
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According to the returns of information received by the 
Director in the inquiry, a total of 219 companies wrote automobile 
insurance in Canada during the period 1950-1952. Of these, some 
had discontinued writing such insurance in the course of this period 
or had disappeared by merger, while others had commenced writing. 
The number of companies writing automobile insurance in Canada in 
each of these years was as follows: 


195052 799 
1951 - 208 
1952 - 212 


Of the 219 companies, 78 were incorporated in Canada, 
but of these 29 were subsidiaries of or controlled by British, 
American, or other foreign companies. For all practical purposes, 
therefore, the companies then writing automobile insurance may be 
classified as follows: 


Canadian Companies 49 ZEU3BT% 

British Companies 86 (including 17 Canadian 39.27% 
companies, 2 American and 
1 other foreign company) 

American Companies 74 (including 7 Canadian 33% 79% 
companies) 

Other Foreign 

Companies 10 (including 5 Canadian 457% 

companies) 


219 100. 0% 


The information obtained by the Director did not disclose 
whether all 49 Canadian companies were Canadian owned and 
controled, but in any such case ownership or control was not held by 
a British or foreign insurance company. 


Of the total Canadian automobile insurance net premiums, 
the proportion accounted for by the 49 Canadian companies in the 
three-year period for which statistical information was obtained by 
the Director was relatively constant at Slightly less than one-third: 


1950 - 32.9% 
1951 - 32.0% 
195fm Baws 


; 
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In 1952, 16 of the 49 Canadian companies each hada 
premium income from automobile insurance in excess of $1, 000, 000. 
One company had a premium income exceeding $8, 000, 000 in 1952, 
and 13 other companies had a premium income over $500, 000 but 
less than $1, 000, 000 in that year. 


The percentages of total net premium income from 
automobile insurance in Canada written by the British, American and 
other foreign companies as computed by the Director were as 
follows for the years stated: 


1950 195) 1.952. 
British 36.8% 36.3% 34.6% 
United States 25.3% 26.2% 273% 
Other foreign 5.0% 550 5.6% 


Broadly speaking, therefore, Canadian companies accounted for one- 
third of the total Canadian market for automobile insurance; one- 
third was held by British or British-controlled companies; and the 
remaining third was held by American companies, other foreign 
companies and subsidiaries of these two latter. Since 1953 and up 
to the end of 1955 some 36 additional companies entered or re- 
entered the automobile insurance field in Canada and obtained 
Dominion licences. Of these 10 were Canadian companies, 9 were 
British, and the remainder (17) were American or other foreign 
companies. 


The Commission has endeavoured to obtain more up-to- 
date figures on the foregoing classification of insurance companies 
and their respective shares of the Canadian market, without being 
led into a major statistical investigation, The issue of the Canadian 
Underwriter of April 15, 1959, filed with the Commission at the 
hearing as Exhibit H-8, contains at pp. 39-94, inclusive, con- 
siderable information on the companies writing insurance in Canada. 
This source was checked with the files of the Superintendent of 
Insurance for Canada and, subject to the correction of errors so 
discovered, has been relied upon to provide the following 
information. These statistics are for the calendar year 1958. 


The information contained in the above-mentioned issue of 
the Canadian Underwriter did not permit as complete a 
classification of automobile insurance companies on the basis of 
nationality or source of control as did the material collected by the 
Director and presented in his Statement, inasmuch as the Canadian 
Underwriter provided no separation of American companies from 
the general category of "foreign''. The following picture emerges: 


Ra 


Classification of Companies in 1958 according to 

Nationality and Control and Showing the Percentage 

of Automobile Insurance Business Secured by Each 
Class in that Year 


Number of Percentage of Percentage of 
Companies Companies Premium Earned 


Canadian 63 25.6 34,2 


British Companies oo 38.6 34.2 
(including Canadian and 

Foreign Companies owned 

or controlled by 

British Companies) 


Foreign Companies 88 3538 3TT6 
(including Canadian 

Companies owned or 

controlled by Foreign 

Companies) 


Total 246 100.0 100.0 


The percentage figures in the last column are derived 
from the totals of premiums earned as given in the said issue of the 
Canadian Underwriter, p. 118. 


It is clear that no major change in the division of the 
market among companies of varying nationality has occurred between 
the period studied by the Director and 1958. It is noted, however, 
that the 1958 figures taken from the Canadian Underwriter are 
figures of premiums earned, whereas the Director's figures for 
1950-52 are of premiums written. 


Another way of classifying insurance companies is by 
their membership in organizations or associations. Two broad 
groups are recognized and they are known as 'Board'! or ''Tariff" 
and "non-Board" or "non-Tariff", However, the latter group may be 
further divided into "Conference" companies and independent 
companies. As the various designations will be used frequently in 


this report a brief description of the groups and the abbreviations by 
which they are designated will be given here. 


| At the time of the inquiry made by the Director the Board 
companies were organized in the following way: 
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Dominion Board of Insurance Underwriters, sometimes 
referred to in this report as the Dominion Board, had jurisdiction 
over all Canada and/or of one or more of the affiliated territorial 
associations described below. At the time of the hearing held by the 
Commission it was stated that the functions of the Dominion Board 
had been taken over by the Canadian Underwriters' Association. 


Pe Canadian Underwriters' Association, sometimes 
referred to in this report as the "C.U.A.", has jurisdiction in 
Ontario and Quebec and also establishes rates for some other 
territories. 


a Western Canada Insurance Underwriters! Association, 
sometimes referred to in this report as "W.C.1I,.U.A.", has 
jurisdiction in Alberta, Saskatchewan, Manitoba and Northwest 
Territories, 


3% British Columbia Unierwriters' Association, sometimes 
referred to in this report as "B.C.U.A.", has jurisdiction in 
British Columbia and Yukon. 


4, New Brunswick Board of Underwriters, sometimes 
referred to in this report as "N.B.B.U.", has jurisdiction in New 
Brunswick, 


53 Nova Scotia Board of Insurance Underwriters, sometimes 
referred to in this report as "N.S.B.1.U." has jurisdiction in Nova 
Scotia. 


on Prince Edward Island Board of Insurance Underwriters, 
sometimes referred to in this report as "P.E.1.B.1.U.", has 
jurisdiction in Prince Edward Island. 


% Newfoundland Board of Insurance Underwriters, 
sometimes referred to in this report as "N.B.1.U.", has 
jurisdiction in Newfoundland. 


Membership in the Board organizations is purely 
voluntary but a condition of membership is the observance of the 
rates promulgated by the various rating bureaus of the Board 
Associations. 


The Conference companies are those companies which 
are members of one or more of the three Conferences which 
operate in Ontario and Quebec and Western Canada. No Conference 
operates in the Atlantic Provinces. There is no central 
organization for the three Conferences corresponding to the 
Dominion Board as the Independent Conferences are organized 
separately as follows: 
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Ly Independent Automobile and Casualty Insurance 
Conference, sometimes referred to in this report as the ''Eastern 
Conference’ or 1,A.C.1.C..,) operates; inthe provinces of Ontario 


and Quebec. 


2. Western Canada Independent Automobile Insurance 


Conference, sometimes referred to in this report as the ''Western 
Conference", operates in the provinces of Manitoba, Saskatchewan 


and Alberta. 


Da Independent Automobile Insurance Conference of British 
Columbia, sometimes referred to in this report as the "B.C. 
Conference", operates in British Columbia and Yukon. 


In addition to the insurance companies which are 
members of one or more of the territorial associations described 
above, there are companies which are not members of any 
associations and which may be classed as independent as distinct 
from Board or Conference members. 


Another organization of insurance companies is the All 
Canada Insurance Federation, whose primary functions are to watch 
legislation affecting the insurance business, to keep member com- 
panies informed of changes in the law which are of interest to them 
and to seek the development of sound legislation relating to insurance 
matters. The Federation has promoted the Safety Responsibility 
Law throughout Canada and has assisted in the organizational 
steps of Assigned Risk Plans in those provinces where such plans 
have been introduced. The Federation also conducts public 
relations work on behalf of all insurers. 


In 1953 the Federation had a membership of more than 
225 companies, including both Board and non-Board companies. 


Of the 219 companies writing automobile insurance in 
Canada in the period 1950-52, 128 belonged to one or more Board 
Associations exercising jurisdiction over each part of Canada in 
which these companies were writing such insurance; in addition, 
8 companies were members of one or more Board Associations for 
a particular area or areas and members of one or more Conferences 
for another area or areas; and 5 companies were members of one 
or more Board Associations for a particular area or areas and be- 


longed to neither a Board Association nor to a Conference for other 
areas, 


ide ak: Ae ae belonged to one or more of the 
ing Jurisdiction over each part of Canada 
(exclusive of the Maritime Provinces and Newfoundland) in which 
these companies were writing automobile insurance; in addition 
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7 companies were members of one or more of the Conferences for 
a particular area or areas and belonged to neither a Conference nor 
Board Association for other areas and, as mentioned above, 8 
companies were partly Board Association and partly Conference 
members. 


Thirty-four companies, of which half were Canadian 
companies, belonged neither to a Board Association nor toa 
Conference in any area. 


In the matter of the classification of automobile insurance 
companies by their affiliations the Commission has again attempted to 
get more up-to-date figures by reference to Exhibit H-8, pp.30-94, 
corrected as before. The material presented in this source permits 
a classification of the 246 companies into Board companies, 
Conference companies, independent companies, and companies which 
were members of Board organizations in some jurisdictions and 
Conference organizations in other jurisdictions. In the following 
table the affiliation is indicated in the vertical column on the left. 

The ownership of these companies is indicated in the top horizontal 
column by the letters B, BC, BF, F, FC, and C, The meanings 
of these letters are respectively: British company; Canadian 
company which is a subsidiary of a British company; Foreign 
company which is a subsidiary of a British company; Foreign 
company; Canadian company which is a subsidiary of a Foreign 
company; and Canadian company not a subsidiary of a British or 
Foreign company: 


Nationality of Percentage 
Control Affiliation B BC BF F FC C Total of Total 


Board : 61 17 2 43 6 10 139 56.5 
Conference 5 - - 12 1 16 34 13.8 
Board-Conference 1 Z - 3 - 9 15 we | 
Independent 7 - - 23 — eG 58 25,6 

Total 74 19 2 81 * 63 246 100.0 


From this table it can be seen that those companies which 
were affiliated with an organization of insurance companies constituted 
76.4 per cent of the total companies doing automobile insurance 
business in Canada, and that the wholly-independent companies 
constituted 23.6 per cent. 
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The division of automobile insurance business among Board 
companies, Conference companies, the Saskatchewan Government Insurance 
Office, and the independent companies in the ten provinces of Canada in the period 
1950-1952 was as shown in the following table: 


Net Premium Income . 
eT | 


1950 1951 O52 Total 
Board Companies $54,091,953 $60,381,910 $77, 093,169 $191, 567, 032 
% of Total 50 nO 48.7 48.6 49.0 


Conference Companies $31,474,773 $36,253,598 $42,081,550 $109, 809, 921 
% of Total 29a) 29.2 2655 28ie1 


Independent Companies $19, 843,159 $24,296,450 $35,890,967 $80, 030,576 


% of Total 18.4 19.6 220 a0 
Saskatchewan Govern- $2, 688, 943 $3, 056, 154 $3, 688, 599 $9, 433, 596 

ment Insurance 

Office 

% of Total pres (Aas Ze 2.4 
Total Net Premium $108, 098, 728 $123, 988,112 $158, 754,285 $390, 841,125 

Income 


(Statement, p. 282) 


Corresponding figures for 1957 were compiled by the Commission's 
staff in a manner which will be described later in this report (Chapter X). They are 
as follows: 


1957 

Board Companies $99, 750, 000 

% of Total 37.8 
Conference Companies $52, 950, 000 

% of Total ZO 
Independent Companies $104, 000, 000 

% of Total 39.4 
Saskatchewan Government 

Insurance Office $7, 000, 000 

% of Total Areal f 


Total net Premium Income $263, 700, 000 
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The most significant change from the period 1950-52 to 
the year 1957 has been the growth in the share of the market held by 
the independent companies. It is obvious that from an average of 20.5 
per cent for the years 1950-52 the independent companies have 
increased their share of the market to 39.4 per cent. The 
independent companies had in 1957 a larger share of the total market 
and a larger absolute amount of business than the Board companies, 
which in the earlier period had almost two and a half times the 
volume of business enjoyed by the fully independent companies. The 
share of the total market enjoyed by the Conference companies 
appears to have declined from the period 1950-52 until 1957, falling 
from 28.1 per cent to 20.1 per cent. 


Another way in which these companies may be 
classified is by the government which has licensed them to do 
business. Hence they may be classified into Dominion registered 
companies, provincial licensees, and Lloyds, the latter being ina 
separate category because it is not a company in the usual sense of 
the word but rather an association. 


The distribution of business among these three categories 
of company is given below for selected years from 1950 to 1956. 


Net Automobile Premiums Written 


Premium Ratio of 


Dominion Registered Provincial Dominion Registered 
Year | Companies Licensees Lloyds Companies to Total 
$ $ $ % 
1950 92, 324,158 5.6.1.7, 950 5, 879, 584 88.9 
1952 1 7.709.,156 5,481, 406 9,409; 674 90.34 
1954 167, 926, 394 12, 168, 932 10,345, 189 88.2 
1956 £93 cl Oe 15,.557,,.03 7 9, 053, 196 88.7 


(Reports of Dominion Superintendent 
of Insurance, 1950, 1952, 1954 and 
1956) 


The table shows that from 88 to 90 per cent of the total 
business written has been written by Dominion registered companies, 


For 1958 the corresponding figures are as follows: 


= 18 = 


Net Automobile Premiums Written 
Net Automob?< - = 


Premium Ratio of 


Dominion Registered Provincial Dominion Registered 
Year Companies Licensees Lloyds Companies to Total 
$ $ $ % 
1958 255,895,597 36,877,380 13, 908, 962 83.4 


(Report of Dominion Superintendent 
of Insurance, 1958) 


For underwriting purposes, two or more companies may 
operate in what is known as a ''oroup''. In the majority of cases the 
companies in a group are financially related either directly or in- 
directly, but in other cases the companies have no financial relationship 
and are considered as a group simply because they are under common 
management in Canada. In some cases the members of the group pool 
the insurance written by the group among themselves ona predetermined 
percentage basis, In other cases one or more of the members of the group 
may reinsure their entire business with other members of the group. In 
still other cases there is no pooling or reinsurance arrangement. Generally 
speaking, each member of a particular group belongs to the same business 
organization, that is, Board Association or Conference. 


By Organizationsof Insurance Agents 


The Director's Statement reviews in some detail the 
history of local, provincial and national associations of insurance 
agents. The information presented as to the present associations 
does not indicate that the activities of such organizations relate directly 
to the practices with respect to which the inquiry has been concerned. It 
is not considered necessary, therefore, to review in this report the form 
of organization of the respective associations and the objects as set out in 
their constitutions. Some reference will be made to their activities in 
dealing with certain practices of the organized insurance companies. 


Le Prior to 1946 associations of insurance agents were 
principally of a local nature, except in Ontario and Quebec where there 
were provincial associations. Subsequent to 1946 provincial 
associations have been formed in all provinces, which are affiliated 
with the national organization, the Canadian Federation of Insurance 
Agents. A few local associations continue to maintain direct 


affiliation with the Federation rather than through the provincial 


fA eee ‘ 
Ssociation, The objects of agents' associations are generally stated 


as being: toi i i 
8: to improve standards in the insurance business, to co-operate 
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with Insurance Departments and to promote and protect the interest 
of members. In the case of the Insurance Agents! Association of 
Winnipeg (now the Winnipeg Conference of Insurance Agents) a 
further object was given, ''to subscribe to the principles of Tariff 
Insurance," 


6. Factors in the Growth of Automobile Insurance, 
1946-1958 


There has been a considerable growth in automobile 
insurance since the end of World War II, as the following table 
shows: 


Net Premiums Written 


Year Automobile 

1946 $ 39, 707, 803 
1947 56, 180, 958 
1948 68, 482, 305 
1949 83, 884, 750 
1950 103, 821, 692 
1951 116, 909, 988 
L952 152, 359, 836 
1953 VEZ 912 7Sz 
1954 190, 440, 515 
1955 204, 018, 202 
1956 217, 967, 485 
1957 256, 747, 317 
1958 306, 681, 939 


(Reports of Dominion Superintendent 
of Insurance, 1946-58) 


The table indicates that in the ten years 1946-56 the 
net automobile premiums written increased by over five times and 
that in 1957 and 1958 the increase was greatly accelerated. It may 
be of interest to know also that whereas in 1946 the net premiums 
written in the fire insurance business in Canada amounted to 
$70, 235, 606,by 1952 the volume of automobile premiums written had 
increased to such an extent that, for the first time, it exceeded that 
of fire insurance. It should be noted that fire insurance premiums 
were increasing during the same period. In 1956 the volume of net 
premiums written in fire insurance amounted to $179, 504, 964, and 
in 1958 it had reached $191, 131, 509. 


Se 


Several factors have contributed to this rapid growth in 
automobile insurance. The first of these has been the rapid 
increase in the number of vehicles on the road since the end of 
World WarIl. A second factor has been the steady rise in the value 
of automobiles, which is a reflection in part of the general rise in 
prices since the end of World War Il, A third factor has been the 
rise in cost of repairs for damaged automobiles and a fourth the rise 
in the cost of medical, nursing, ambulance, hospital, and legal 
services for those injured in auto accidents or who have suffered 
property damage as a result of auto accidents, A fifth factor has been 
the rise in cost of individual insurance coverage sold by automobile 
insurance companies, which has been affected by an unfavourable loss 
experience and the charges for providing insurance services. A 
final factor has been the enactment of compulsory insurance laws, 
financial responsibility laws, safety responsibility laws, and 
assigned risk plans, all of which lead to wider insurance coverage. 


Financial responsibility legislation, broadly speaking, 
provides that a motorist against whom a judgment arising out of 
an accident has been obtained shall have his licence suspended until 
the judgment is satisfied and he files proof of his financial 
responsibility to take care of damages arising out of any future 
accidents in which he may be involved. It also provides that 
motorists convicted of certain more serious traffic offences shall be 
required to maintain proof of financial responsibility for the future. 
Such legislation has been passed in the majority of the common law 
provinces of Canada since 1926, when financial responsibility 
legislation was first enacted in the State of Connecticut, U.S.A. 
Two criticisms have been directed against this type of legislation. 
Firstly, it is effective only if a judgment is rendered against the 
negligent driver; and since the victim in many cases does not take 
action because he feels that the chances of recovering damages are 
slim, the effectiveness of the law as a means of redress to victims 
and as a curb on negligent drivers is reduced. The second 
criticism is that this type of legislation makes no provision with 


respect to the first accident, its terms being applied only to second 
and subsequent accidents. 


The safety responsibility law was developed to remedy 
the defects of the financial responsibility law. A safety 
responsibility law was first introduced into Canada in 1945 by the 
Province of Manitoba and similar legislation has since been enacted 
by Alberta, British Columbia, Nova Scotia, New Brunswick and 
Newfoundland. Legislation of this type is not in force in Prince 
Edward Island, for although enacted, it was subsequently repealed. 


7 ; The nature of this legislation and its general effects 
are described in the Report on Automobile Liability Insurance by 
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the Legislative Research Committee of North Dakota, 1950, as 
follows:(1) 


‘The principal feature of laws of this type was the 
requirement of security to cover possible judgments 
arising out of an accident. Under this plan accidents 
are reported to the official administering the law, 
usually the Commissioner of Motor Vehicles. If it 
develops that a person involved in the accident was 
uninsured the Commissioner of Motor Vehicles evaluates 
the extent of the bodily injury and property damage 
resulting from the accident. An amount not exceeding 
$11, 000. is fixed, the amount being an estimate of the 
aggregate amount of judgments that may be recovered by 
persons injured or damaged in the accident. The 
Commissioner of Motor Vehicles sends a notice to the 
motorists involved, and they are required to deposit the 
specified amount either in cash, securities or by means of 
a bond. Upon failure of the motorist to deposit the 
security (unless all claims are settled) his licenses are 
suspended, 


It can be seen that a law of this type, since its operation 
is not dependent on the obtaining of a judgment nor on 
any determination of whether the motorist was at fault, 
is stringent and effective. Its most conspicuous effect 
has been to bring about a substantial increase in the 
percentage of insured motor vehicles, usually to about 
75%. The reason for this increase is that motorists fear 
the impact that the law may have upon them if they should 
become involved in accidents without having previously 
purchased insurance. A further effect of the law has 
been to induce settlement of claims by persons involved 
in accidents, or to compel such persons to deposit 
security. As aresult, in a state which has enacteda 
security type of Safety Responsibility Law, the number 
of accident victims who do not obtain compensation for 
injuries is reduced." 


In Saskatchewan automobile insurance is compulsory 
and in the majority of the other common-law provinces the effect 


(1) pp. 118-19. 
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of the legislation described above has been to make automobile 
liability insurance virtually compulsory. It was estimated in 1953 
that 93 per cent of all motorists are insured in British Columbia, 


Manitoba and Nova Scotia. (!) 


What are known as assigned risk plans for automobile 
insurance have been developed by insurance companies to provide 
public liability and property damage insurance for motorists who 
might otherwise find it difficult or impos sible to obtain insurance 
from an individual insurance company in order to comply with the 
requirements of the financial or safety responsibility legislation. 

An assigned risk plan was introduced by insurance companies in 
British Columbia in 1944 and since then assigned risk plans have 
been put into effect in nearly all the common-law provinces. The 
situation which led to the introduction of the assigned risk plan is 
described in the submission of the All Canada Insurance Federation 
referred to above and may be summarized in the following way. It 
was recognized by all insurers that serious political difficulties 
would be encountered if the law required an individual to file proof 

of financial responsibility when at the same time no insurance 
company would accept the risk. On the other hand it was 

recognized that it was unfair that any one underwriter should be 
obliged to accept a risk that was seriously deemed to be unacceptable. 
Under an assigned risk plan any individual who requires insurance 
but is unable to purchase it in the ordinary way, and who is not dis- 
qualified completely by reason of a particularly bad accident or 
conviction record, can obtain the minimum cover required by the law 
from an insurance company subscribing to the assigned risk plan. 
The ratio of such unsatisfactory risks insured by any one company is 
based on its proportion of the total third party liability insurance 
premiums underwritten in the province. 


Although assigned risk plans are operated in a number 
of provinces only two provinces, Manitoba and Saskatchewan, have 
enacted legislation referring specifically to such plans and in the 
case of the Saskatchewan enactment the legislation has not yet been 
proclaimed. According to information obtained by the Director the 
volume of insurance written under assigned risk plans runs to 
slightly in excess of one per cent of net premium income in the 
provinces in which such plans are operated, 


(1) Estimate given in a submission made in November, 1953 
by the All Canada Insurance Federation to the Manitoba 
Highway Safety Commission. 
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7. Jurisdiction over Insurance 


As the subject of insurance is not mentioned in the 
British North America Act, the respective fields of jurisdiction of 
the Federal and provincial governments have been determined by the 
courts in a number of important cases, the majority of which 
reached the Privy Council, As a result of decisions reached in 
these cases a certain distribution of authority between the provinces 
and the Dominion has been achieved. The position with respect to 
fire and casualty companies has been described as follows: 


"Over the years as a result of the appeals to the 
Privy Council there has been achieved a distribution of 
authority between provinces and the Dominion with regard 
to insurance which has been supported by the companies, 
and efforts have been made to have this accepted and 
introduced into the law, The Dominion has dropped the 
question of policy conditions and licensing of agents from 
its insurance laws, and the Dominion Department of 
Insurance has concentrated on questions of solvency and 
financial responsibility of the companies under its 
registration. As a result, Dominion registration has been 
much sought after, and the record... indicates how much 
this has been in the interests of the companies and the 
public, and the Canadian companies in their business out- 
side Canada. Provincial legislation has been concerned 
with the solvency of companies incorporated in the 
province and who confine their business to the province 
of their incorporation, and with the requirement of fair 
and equitable terms in insurance contracts.'"(1) 


8. Government Supervision of Insurance 


In 1875 the Government of Canada established a 
Department of Insurance(#) under the supervision of a 
Superintendent of Insurance reporting to the Minister of Finance. 


(1) Arthur Pedoe, ''Federal versus State Supervision of 


Insurance - A Canadian View'', Law and Contemporary 
Problems, School of Law, Duke University, Autumn 1950, 


Vol. 15, No. 4, p. 584. 


(2) Department of Insurance Act, now R.S.C. 1952, C. 70. 
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The Department is responsible for the administration of the 
Canadian and British Insurance Companies Act and the Foreign 
Insurance Companies Act, as well as other matters. 


The purpose of the Canadian and British Insurance 
Companies Act may be shown in the following extracts from the 
preamble to the Act: 


"WHEREAS it is desirable to define the status and 
powers of insurance companies incorporated by the 
Parliament of Canada, and by the Legislature of the 
late Province of Canada, and to prescribe the limitations 
to be placed on the exercise of such powers, and 


WHEREAS it is desirable to provide for the 
registration of such companies and of British insurance 
companies which may desire to carry on the business of 
insurance in Canada, and for the voluntary registration 
of provincial companies; and 


WHEREAS the insurance business transacted within 
and outside of Canada by companies incorporated by the 
Parliament of Canada, and by the Legislature of the late 
Province of Canada, and within Canada by British 
insurance companies, constitutes an important factor in 
the international and interprovincial trade and commercial 
relations of Canada; and 


WHEREAS it is desirable to provide by a system of 
returns and inspection against such companies engaging in, 
or continuing to carry on, business in Canada while unable 
to discharge their liabilities to such policyholders as they 
become due or while otherwise insolvent, and to declare 
the conditions upon which such companies shall be deemed 
to be insolvent and be subject to be wound up under the 


provisions of the Winding-up Act," 


(1) Now Ry Gwe T9525 Gi 31: 


(2) in Now RR). S608 9820005125 
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The following extracts from the preamble of the 
Foreign Insurance Companies Act illustrate its purpose: 


tt 


WHEREAS foreign insurance companies, associations 
and exchanges, transacting the business of insurance through- 
out Canada, receive each year from policyholders in Canada 
many millions of dollars in premiums, and incur liabilities 
to such policyholders requiring involved actuarial and 
other computations for their determination, and the ability 
or inability of such companies, associations and exchanges 
to discharge such liabilities, as they become due, is 
dependent upon the character and value of their assets 
available for such purpose; and 


WHEREAS it is desirable to provide, by a system of 
registration, deposit of securities, inspection and returns, 
against such foreign companies, associations or exchanges 
engaging in or continuing to carry on business in Canada 
while unable to discharge their liabilities to such policy- 
holders as they become due or while otherwise insolvent 
and to declare the conditions upon which such companies, 
associations and exchanges shall be deemed to be insolvent 
and be subject to be wound up under the provisions of the 
Winding-up Act." 


The nature and extent of Federal supervision over 
insurance is concisely outlined in a memorandum on the supervision 
of insurance, loan, and trust companies in Canada, prepared by 
the Department in 1938 for submission to the Royal Commission on 
Dominion-Provincial Relations as follows: 


"The Department considers that it is its main 
function to see to it that all companies under its 
supervision are in a position at all times to meet valid 
claims made upon them by their policyholders, and that, 
so far as can be ascertained at any time, they are likely 
to continue to do so indefinitely. To enable it to perform 
this function the Acts provide for the submission of annual 
statements in very great detail by all companies to the 
Department; for an annual examination of those statements 
at the offices of the companies by the Department's 
examiners; for deposit with the Minister by British and 
foreign companies of securities sufficient to cover their 
liabilities in Canada; and for the necessary remedies in 
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the event of default on the part of any company. The 
examination involves the verification of the assets shown 
in the statements; the valuation of the contracts to 
ascertain the amount of liabilities; the examination of the 
contracts to see that the powers conferred by the licences 
are not exceeded, and this involves the filing of copies of 
all contracts; and the examination of the charters or other 
incorporating instruments to see that the corporate powers 
are not exceeded, and this involves the filing of all 
incorporating documents with all amendments thereto. The 
valuation of the contracts of life insurance companies 
requires a staff of highly qualified actuaries and the 


examination staff is largely recruited from that branch of 
the Department. 


The statements of the companies as verified or 


corrected by the examiners are published in the Department's 
report consisting of two volumes, one of over 950 pages, 
covering fire and casualty companies, and the other of over 
450 pages, covering life companies and fraternal benefit 
societies ,""(1) 


As has been shown in one of the foregoing tables, from 


88 to 90 per cent of automobile insurance business in Canada has 
been written by companies holding Dominion licences. It may be 
added that the vast majority of automobile insurance companies hold 
Dominion licences. 


Provincial insurance legislation in so far as it relates 


to automobile insurance is contained in the following statutes: 


Alberta 


The Alberta Insurance Act, R.S.A,. 1942, C. 201. 


British Columbia Insurance Act, R.S.B.C. 1948, C. 164. 


Manitoba 


The Manitoba Insurance Act, R.S.M. 1954, C. 126. 


New Brunswick Insurance Act, R.S.N.B. 1952, C, 113. 
Newfoundland The Automobile Insurance Act, R.S.N. 1952, C. 96. 


Nova Scotia 


The Accident Insurance Companies (Licensing) 
ActP RIS Ne POs 2G A239 
The Life and Accident Insurance Agents (Licensing) 
Act; RESIN 291952 Css ao 
Automobile Insurance Act, R.S.N.S. 1954, C. 18 
Insurance Agents Act, R.S.N.S. 1954, C. 134. 
Insurance Companies Act, R.S.N.S. 1954, C. 134 


(1) Report of the Dominion Superintendent of Insurance for the 
year ended December 31, 1944, Vol. I, page lxiv 
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Ontario Phe “insurance"Act,’ K.o. OC; 1 950 ies, 
Quebec Insurance Act, R.S.Q. 1941, C. 299. 
Prince Edward 
Island Tne ineurance Act, HR oS sb sisi. Toole Ont tc 
Saskatchewan insuranceract, Ror. 1955, C, 190. 
Automobile Accident Insurance Act, R.S.S. 1953, 
GEorrs 
Saskatchewan Government Insurance Act, R.S.S. 
POSS, 2505 


Each province has likewise established an Insurance 
Department or Branch under a Superintendent of Insurance. 
Briefly, the Provincial Superintendents, like the Dominion 
Superintendent, are concerned with the licensing and solvency of 
insurers and also with the requirement of fair and equitable terms 
in insurance contracts to safeguard the insuring public. 


Due to the efforts of the Provincial Superintendents, the 
Canadian Bar Association and the companies themselves, substantial 
uniformity in contract provisions in the common-law provinces has 
been attained in life, fire, automobile and accident and sickness 
insurance. There is, however, no great degree of uniformity 
between the Province of Quebec and the common-law provinces. 


CHAPTER II 


ORGANIZATIONS OF BOARD AUTOMOBILE INSURANCE 
COMPANIES 


The purpose of this chapter is to describe the Dominion 
Board of Insurance Underwriters and its territorial associations as 
they existed at the time at which the Director of Investigation and 
Research pursued his inquiry. Statements made by counsel for the 
C.U.A, during the hearing held by the Commission in April, F959 
indicate that the Dominion Board no longer exists, its functions 
having been taken over by the Canadian Underwriters' Association. 


A, Structure of the Board Organizations 


1. The Dominion Board 


The Dominion Board of Insurance Underwriters 
(sometimes referred to in this report as the ''Dominion Board" or 
simply as the 'Board") was made up principally of British and 
American companies including their Canadian subsidiary or 
controlled companies. The 128 companies which were Board 
members as classified by the Director, wherever they operated in 
Canada, may be grouped from the point of view of ownership as 
follows: 


British companies (including 15 Canadian companies, 
2 American companies, and one foreign company 
which were subsidiaries of or were controlled by 
British companies) 75 58.6% 


American companies (including 4 Canadian 
companies which were subsidiaries of or 
were controlled by American companies) 40 31.257 


Other foreign companies (including 2 Canadian 
companies which were subsidiaries of or were 


controlled by other foreign companies) 5 3.9% 
Canadian companies 8 6.25% 
Total 128 100.0% 
a aes 
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Thus, of the total number of Board companies which were 
completely under the jurisdiction of the Dominion Board wherever 
they operated throughout Canada, approximately 94 per cent 
consisted of British companies, American companies, or other 
foreign companies or companies which were subsidiaries of or were 
controlled by British, American, or other foreign companies. If 
those companies are included which were partially under the 
jurisdiction of the Dominion Board, or belonged to a Board 
organization in one or more territories and a Conference organization 
in other territories, the figure is reduced to approximately 90 per 
cent. By 1958, as appears from the figures obtained from the 
Canadian Underwriter, quoted in Chapter II, only minor changes 
had occurred in these percentages. 


As was indicated in Chapter II, the Board companies' 
net premium income in the years 1950 to 1952 inclusive formed 
between 48.6 per cent and 50 per cent of the total net premium 
income of all companies doing business in Canada. In 1957 this 
percentage figure had dropped to 37.80. 


The Dominion Board had jurisdiction over all of Canada, 
and, as already described, over all of the following affiliated 
territorial associations, sometimes also known as the Tariff 
Association: 


(1) Canadian Underwriters' Association (C.U.A.) 


(2) Western Canada Insurance Underwriters' 
Association (W.C.1I.U.A.) 


(3) British Columbia Underwriters' Association 
(BoC. UpAy) 


(4) New Brunswick Board of Underwriters (N.B.B.U.) 


(5) Nova Scotia Board of Insurance Underwriters 
(N sSiBel 2 Us) 


(6) Prince Edward Island Board of Insurance 
Underwriters (P.E.I.B.1.U.) 


(7) Newfoundland Board of Insurance Underwriters 
le 5 a RS 


Membership in the above organizations, as provided in 
their constitutions, is open to any joint stock insurer in the fire, 
automobile and casualty insurance field but Factory Mutuals, 
Lloyds and Reciprocal Insurers are not eligible for membership. 
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This is said to be due to the need to have a common basis of 
experience for the ascertaining of rates. 


The: C. Us Aw We CseU Aj and BiG a0cAre each 
establish premium rates for their members in the territory over 
which each exercises jurisdiction, and therefore are described as 
"rating" associations. The remaining territorial associations do 
not establish automobile insurance rates. 


The Dominion Board was an unincorporated 
organization formed in 1929 as the Dominion Board of Fire under- 
writers, its organization being subsequent to the formation of the 
majority of the territorial associations. The change to its present 
name occurred at the annual meeting held on October 9, 1934. By 
Article II of its Constitution, the Board had jurisdiction over all 
classes of insurance, other than life and ocean marine, which were 
under the control of the various territorial associations, Its 
offices were located in the city of Montreal and the principal full- 
time officer of the Board was the Manager. Honorary officers were 
a President and two Vice-~Presidents elected from the ordinary 
membership. 


Membership in the Dominion Board fell into two classes, 
ordinary and Association. These are described in Article IV of the 
Dominion Board Constitution. 


(a) ORDINARY MEMBER: 


Any Insurance Company (other than Life) duly 
incorporated, together with its affiliated Companies under the 
Same management and doing business in the Dominion of 
Canada, which is a Member of the different Tariff 
Associations in every Province where it operates, is eligible 
for membership in this Board, provided that any chartered 
Company operating in Canada with which it may be affiliated 
either financially or by control, locally or at head office be 
already or become simultaneously a Member of this Board. 


a Should a Company, a Member of this Board, become 
affiliated with a Company not a Member of the Board, the 
membership of the first Company shall cease in three months 


unless the latter Company becomes a Member within that 
period." 


After defining an affiliated company Article IV then 
goes on to say that: 
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"An affiliated Company may be admitted to separate 
Membership provided that the affiliated Company has a 
Separate existence and managership and may be separately 
represented at meetings, but shall not be entitled to have a 
Separate vote except as provided in Article VI hereafter." 


The ordinary membership of the Dominion Board, 
according to the return of information submitted to the Director by 
the Manager, consisted of 169 companies in 1950, 166 in 1951, 168 
in 195 2¢Wandsl.69.in9)953» 1of. these; (11.8; 124, 2129913), wereystated 
to be writing automobile insurance in each of the years named above 
(Statement, p. 24). 


An Association Member is defined by Article IV as 
follows: 


"Any territorial Tariff Insurance Underwriters! 
Association or other organization that by its by-laws 
recognizes the jurisdiction of the Board." 


The election of members is provided for in Article V as 
follows: 


(a) ORDINARY MEMBERS: 


Companies desiring membership shall make application 
on a form provided for that purpose which shall be submitted 
to the Council. Upon the application being approved by that 
Body, all Members of the Board shall be notified thereof, and, 
unless any Member shall file a written objection with the 
Manager within one month, the application shall be granted. 
Should objection be taken the Council shall decide thereon 
subject to appeal to the Board. 


(b) ASSOCIATION MEMBERS: 


Any territorial Tariff Insurance Underwriters' 
Association or other organization that recognizes the 
jurisdiction of the Board by By-law duly passed by such 
Association or organization shall, upon approval of the 
Council of the Board, be and become an Association Member." 

Article XVII of the Constitution provides the following 
with regard to cessation of Membership: 


"Membership of any Company may be terminated for 
non-payment of dues if so determined by an affirmative 
vote of three-fourths of the Members present at any 
Regular or Special Meeting of the Board. 
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Membership of a Company may be terminated if so 
recommended by the Council and the causes given in its 
report appear just and reasonable and are so determined 
by an affirmative vote of three-fourths of the Members 
present at any Regular or Special Meeting of the Board, 
provided that one month's notice has been given to Members." 


The Council of the Dominion Board, as provided for by 
Article X of the Dominion Board Constitution, consisted ofa 
President, two Vice-Presidents and 16 other representatives of 
ordinary members. The powers of the Council are indicated by the 
following extracts from Article XI of the Dominion Board 
Constitution: 

'The Council is authorized to exercise all necessary 
powers to promote the purposes of the Board as herein 
declared ... The Council shall be authorized to receive 
and investigate complaints against a Member or Members. 
The Council shail generally conduct the business of the 
Board, .s 


The Council shall be especially charged with the 
carrying out of the objects as herein set out: 


(a) The Council shall have power to decide on all 
matters referred to it. The Council may, at 
its discretion, exercise all the powers of the 
Board (with the exception of the amendment of 
the Constitution and such other matters herein 
specially provided for), and it shall be 
superior to all committees of the Board, the 
intention being that the Council may, within 
these limitations, act in matters where it 
would otherwise be necessary for the Board 
to act, and to avoid the necessity of calling 
a General Meeting. 


(b) The Council shall have power at any regularly 
called meeting thereof to enact from time to 
time rules and regulations for the operation, 
administration and management of the Board. 
Such Rules and Regulations shall cover and 
provide for: ... classifications of risks; 
compensation for business; the establishment 
and maintenance of uniformity of policy, forms 
and wordings and underwriting practices and 
the supervision and control of general rate 
levels; the safeguarding to Members only, the 
advantages of membership; enforcement of 
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rules and regulations and correction of 
violations, and generally all matters 
convenient to be dealt with by the Council. .. ." 
Among the powers held by the Council are the following 
important provisions entitled ''Penalties and Decisions" contained 
in Article XI: 


"Whenever the Council by a vote of the majority of the 
Members present shall decide that any Member has been 
guilty of unfair or unethical conduct involving a violation or 
evasion of the principles herein outlined, it may take what- 
ever action with respect to such Member (excepting 
expulsion from Membership - see Article XVII) that it may 
decide by a majority vote to be the most appropriate and 
helpful to the industry as a whole. 


Any Member who shall claim that any decision of the 
Council is unjust or that such decision will unfairly 
prejudice his interest may appeal from such decision to 
the Board... . The Board by a vote of a majority of the 
Members present may reverse any such decision of the 
Council,"' 


Article XVI of the Constitution provided for the 
appointment of six other standing committees of which the 
Automobile Committee was one. The Automobile Committee was 
responsible for controlling forms and practices in the automobile 
insurance field. In this respect an important function was the 
consideration and final approval each year of the rating program 
for the whole of Canada, other than Newfoundland, as recommended 
by the Dominion Board-C.U.A. Standing Committee on 
Automobile Rates and Rules (hereinafter often referred to as the 
Dominion Board-C.U.A. Committee). Rates for Newfoundland up 
to at least 1952 were established by the Newfoundland Rates 
Committee of the C.U.A., which consulted with the Newfoundland 
Agents' Association. In submitting its proposed rating program for 
1953, the Dominion Board-C.U.A. Committee recommended that it 
assume responsibility for Newfoundland rates. 


Although it was a standing committee, the Dominion 
Board-C.U.A. Committee was not provided for as such in the 
Constitution. It had sub-committees to deal with specific matters, 
but as a full committee it met annually in the fall of the year. 
These meetings, which were attended by representatives from each 
of the territorial associations except that of Newfoundland, dealt 
with such matters as the re-defining and establishing of rating 
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areas, classification of motor vehicles, methods of rating, etc., in 
addition to the principal function of recommending a rating program 
for the following year for all of Canada, excluding Newfoundland, for 
submission to the Automobile Committee for approval with or without 
amendments as the case might be. The program was then considered 
by each territorial association with respect to the territory over 
which it exercised jurisdiction and approved as submitted or amended 
in particular respects as the case might be. 


In addition to the above, there were numerous 
committees in the automobile field appointed from time to time by 
the Board on an ad hoc basis to deal with specific problems, e.g., 
Committee on Method of Rating Automobiles, Committee on 
Statistics, and Committee-Province of Saskatchewan Package 
Policy. The Dominion Board dealt with classification of agents and 
their scales of remuneration through special committees, the 
Automobile Committee, and meetings of the membership of the Board. 


Expenses of the Dominion Board were met by a pro rata 
assessment. Article XV states that the pro rata assessment shall 
be 

", . . Contributed to by the Association Members in the 
proportion that their respective net premium incomes for the 
last year for which the figures are available bear to the 
aggregate of the net premium incomes of all Association 
Members for the said period. 


Net premiums are hereby defined as the gross premiums 
written less returned premiums and re-insurance with 
members of the Association Members." 


Among the objects and purposes of the Board, as 
declared by Article III of the Constitution, were the following : 


(c) To supervise and control commission and brokerage 
LOLrIMS 5 
(d) To supervise and control general rate levels. 


(e) To conserve and promote the general interests of its 
Members, 


(f) To supervise all territorial Tariff Insurance 


Underwriters! Associations, or other or ganizations 
which may come within the scope of its 
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jurisdiction, and to be vested with authority to 
carry into effect any regulations which may be 
deemed necessary in the conduct of such 
Supervision of matters affecting the general 
interests of its Members, and in no way limiting 
the generality of the foregoing: 


(i) To promulgate, supervise and control 
policy forms and wordings and under- 
writing practices to the end that the 
greatest degree of uniformity in forms, 
wordings and practices may be achieved 
throughout Canada, 


(ii) To establish and maintain a department 
of research on all matters appertaining 
to the business of insurance." 


The Dominion Board had two established avenues of 
collaboration with its territorial associations, one of which was the 
Board-C.U.A, Joint Committee described above, the other being 
the Managers! Conference. Article XX of the Dominion Board 
Constitution provided that: 


"There shall be a Conference of Managers of the 
Association Members called at or about the time of the 
Annual Meeting of the Board and each such Manager shall 
have the right to attend. Other paid officials of 
Association Members may attend upon invitation of the 
President or the Manager of the Board." 


The Manager of the Dominion Board of Insurance Underwriters was 
to act as Chairman. Meetings were to be held at or about the time 
of the Annual Meeting of the Board, while special meetings were to 
be called by the Chairman upon his own initiative. The 
recommendations of the Conference were to be transmitted through 
the Dominion Board of Insurance Underwriters to Association 
members. 


The objects of the Association Manager's Conference are 
stated in Article XX as follows: 


"As it is advisable for the welfare of Tariff Insurance 
in Canada that there should be as much uniformity as 
possible in the principles, practice and policy of the 
Association Members, the object of the Conference is 
declared to be to promote close co-operation and 
collaboration amongst the Association Members in their 
common interest." 
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Summary 


The Dominion Board was the senior and supervisory body 
of the Board Associations. Non-Canadian companies and their 
subsidiaries or controlled companies made up 90 per cent or more 
of the ordinary membership. The Board companies wrote about 
half of the automobile insurance business in Canada in the years 
1950 to 1952. As we have seen, in 1957 the share written by the 
Board companies had dropped to less than 40 per cent. 


The membership clauses of the Constitution of the 
Dominion Board appear to have been designed to bring as many 
companies as possible into the organization. One member of a 
group could not join unless all the other members of the group also 
joined. Membership of a company was terminated if any of its 
affiliated companies ceased to be a member. 


The Council exercised most of the powers of the Board 
and appears to have been the chief depository of active powers. It 
was specifically empowered to enact rules and regulations regarding 
the classification of risks, compensation for business, the 
establishment and maintenance of uniformity in policies, the 
provision and control of general rate levels, and the safeguarding 
to members only of the advantages of membership. The Council was 
empowered to enforce rules and regulations relating to these matters, 
including the correction of violations. 


Article III of the Constitution of the Dominion Board 
stated that among the objects and purposes of the Board was the 
control of commission and brokerage terms, general rate levels, 
policy forms and wordings, and underwriting practices, soas to 
ensure the greatest degree of uniformity in Canada. 


The work of the Council was delegated, in so far as 
automobile insurance is concerned, to the Automobile Committee and 
its sub-committees and to the Dominion Board-C.U.A., Committee. 
The Conferences of Association Managers and the Dominion Board-~ 
C.U.A, Committee would appear to have been useful vehicles of co- 


operation between the Board, its territorial associations, and the 
ordinary members, 


2. The Canadian Underwriters! Association 


The Canadian Underwriters! Association traces its 


origin to 1883 when companies transacting fire insurance formed the 


Canadian Fire Underwriters! Association. As various other classes 
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of insurance were introduced separate organizations were formed for 
each of these classes of business. One of these organizations was the 
Eastern Automobile Underwriters! Association, formed in June, 

1915, with activities being confined to Ontario, Quebec, New 
Brunswick, Nova Scotia, Prince Edward Island and Newfoundland, 

In 1923 the Canadian Casualty Underwriters' Association was formed. 
In 1935 it was decided to bring the three associations covering the 
fire, automobile, and casualty fields into one organization. The 
Canadian Underwriters! Association was therefore formed, with 
branches for fire, automobile, and casualty insurance, each branch 
having jurisdiction over the same geographical area as its 
predecessor. On April l, 1937, the C.U.A. was incorporated without 
share capital under Part II of the Dominion Companies Act. Its 

head office is in Montreal or Toronto, depending on the residence of 
the President. Branch offices are maintained in Quebec, Sherbrooke, 
Three Rivers, Ottawa, Hamilton, Kitchener, London, Windsor, Fort 
William, Winnipeg and Calgary. 


Article IV of the C.U.A.'s General By-Laws provides 
that: 


"), The Membership shall include: 


(a) any Company which on the lst day of January, 
A.D. 1937 was a Member of or an applicant for 
membership in the Dominion Board and in 
addition was at the said date a Member of the 
unincorporated body heretofore known as the 
Canadian Underwriters! Association; 


(b) any Underwriters' Agency controlled by such 
Company which Underwriters' Agency was a 
Member of the Canadian Underwriters' 
Association at the said date, ... 


(c) any Company which makes written application for 
membership in the form prescribed and which after 
conforming to the formalities required by the 
Association is accepted for membership in 
accordance with these By-laws. 


Provided however that no Company nor Underwriters' 
Agency which is not a Member of the Dominion Board or 
applicant for such membership or which is or becomes 
affiliated with, guarantees or is guaranteed by or in any 
manner controls or is controlled by or through a holding 
Company controlling any Company, Underwriters' Agency or 
body or combination of Underwriters transacting insurance in 

the Dominion of Canada or any Province thereof or in the 
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Dominion of Newfoundland and which is nota Member of this 
Association of the Dominion Board, shall become or continue 
to be a Member of this Association." 


Section 2 of Article IV sets out the procedure to be 
followed in admitting new members: 


"2, Application for Membership: 


An applicant shall make application in writing toa 
Manager on a form provided for that purpose and the 
application shall be submitted immediately to the Council. 
Upon the application being approved by the Council, 
particulars shall be forwarded to all Members and, if no 
objection is taken within fourteen (14) days after the mailing 
of such particulars, the application shall be accepted and the 
applicant so advised by the Manager. 


Should any objection be taken, the Council shall 
decide the matter and forthwith give notice of its decision 
to the Members. The decision of the Council shall be final 
unless seven (7) or more Members record in writing their 
objections to such decision within fourteen (14) days after 
the mailing of such notice. Upon receipt of such objections, 
the matter shall be referred to the next General Meeting of 
the Associatinn. A majority of the votes cast at such 
General Meeting shall determine the acceptance or rejection 
of an application." 


Section 3 of Article IV provides for procedure to be 


followed in the event of a company's wishing to withdraw from 
membership. 


"3, Withdrawal from Membership: 


Any member may give written notice of withdrawal to 
a Manager, who shall immediately advise the President. 
The President shall forthwith appoint a Committee and it 
shall be incumbent upon such Member to discuss with such 


Committee the reasons for withdrawing before tendering its 
resignation from membership. 


Such withdrawal shall not take effect nor release the 
Member so withdrawing unlessall dues to the end of the 
Association's current fiscal year have been paid and until 
the resignation is accepted by the Council. Such acceptance 
shall be given within three (3) months of receipt of notice of 
withdrawal or resignation by a Manager; otherwise the 
withdrawal becomes automatically effective." 
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Section 4 of Article IV provides for the forfeiture of 
membership: 


"4, Forfeiture of Membership: 


Should a Member be found guilty of any infraction of 
the By-laws or of a violation of any provision or agreement, 
or of having failed within the prescribed delay to conform to 
the penalties imposed under the provisions of the By-laws, 
and the matter having come before a meeting of the 
Association, ... the Association may, at any such meeting, 
upon a majority of the votes cast thereat and subject to con- 
firmation by the Dominion Board as herein provided, declare 
such Member's membership forfeited either immediately or as 
and from a given date not exceeding three (3) months from the 
date of such meeting. .. ."! 


The return of information submitted by the President of 
the C.U.A, to the Director showed the membership in each of the 
years 1950 to 1953 inclusive as 171, 167, 168, and 168 respectively; 
of these 115, 119, 120, 125 paid assessments to the C.U.A. for 
automobile insurance in the respective years. 


The affiliation of the C.U.A. with the Dominion Board is 
set forth in Article VII, section 1 of the C.U.A.'s by-laws: 


ie ee Dominion Board: 


Inasmuch as the Association is affiliated with and under 
the jurisdiction of the Dominion Board, every Member of the 
Association carrying on the business of Insurance in the 
Dominion of Canada or any Province thereof must be and 
remain a Member of the Dominion Board and of every other 
Underwriters' Association which is affiliated with and under 
the jurisdiction of the Dominion Board, in the territory in 
which the Member transacts Insurance business," 


Section 2 of Article VII provided for the formation of 
agents' associations to be affiliated with the C.U.A., whose 
constitutions, by-laws, rules and regulations were to be subject to 
the approval of the C.U.A.: 


"2,  Agents' Associations: 
Agents' Associations, composed exclusively of Agents, 


in cities and towns where, to the Council, it appears advisable, 
may be formed in affiliation with this Association. 
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Such Agents' Associations may adopt Constitutions, 
By-Laws, Rules and Regulations governing their Members 
and canvassers and other matters set forth herein, provided 
they do not conflict with or affect the By-Laws of this 
Association, but no such enactment shall be binding upon 
Members of any Agents' Association unless and until they 
have been approved by the Council of this Association." 


It does not appear that any agents' associations affiliated with the 
C.U.A. have been in existence in recent years. 


It has been the practice of the C.U.A, officials to confer 
on mutual problems with the officials of the Maritime and Western 
Board Associations and, on occasion, to lend services of technical 
personnel when requested. Representatives of the C.U.A,. and other 
territorial associations attend the meetings of the Dominion Board- 
C.U.A, Committee and of the Conference of Association Managers. 


The C.U.A. also retains as agents the N.B.B.U. and 
N.S.B.1,U., making an annual payment to each as compensation for 
time spent by its employees acting as agents for the C.U.A,. in 
automobile and casualty insurance matters, e.g., acting as liaison 
between the insurance agents and the C.U.A. for information regard- 
ing fleet rating and other problems. 


Article XVI of the C.U.A.'s General By-Laws provides 
for the election of four honorary officers consisting of one President, 
and three Vice-Presidents, the latter representing the three 
branches of the C.U.A. (viz., automobile, casualty and fire) and 
being the Chairmen of these branches. The principal full-time 
officers of the C.U.A. are two Managers, one located in Montreal 
and one in Toronto. The Managers are the chief executive officers 
of the respective territories for which they are appointed. They 
hold office from and are subject to the instructions of the Council. 
Each Manager is empowered by section 4 of Article XV: 


"(b) . . . to institute an investigation into any violation 
coming to his attention or any alleged or suspected violation 
and to deal with such and impose penalties as herein provided." 


The real governing body of the organization is the 
council of the C.U.A. This is a body of 15, consisting of: the 
President, the three Vice-Presidents, three members who represent 
and are the Vice-Chairmen of the three C.U.A. branches, five 
members from the Association at large (all of the foregoing being 
elected at the Annual Meeting of the Association), plus three other 
members (from the representatives of the members of the 


Association at large) elected by the honorary officers and the eight 
members of the Council already elected, 
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The duties and powers of the Council are set forth in 
subsection (c) of section 2 of Article XV: 


"The Council shall have the power to decide on all 
matters referred to it. The Council may at its discretion 
and subject to the approval of the Dominion Board in matters 
affecting the interests of other Associations, exercise all the 
powers of the Association (with the exception of the amendment 
of the General By-Laws, forfeiture of membership, and such 
other matters herein specially provided for), and it shall be 
superior to all Committees of the Association; the intention 
being that the Council may, within these limitations, act in 
matters where it would otherwise be necessary for the 
Association to act, and to avoid the necessity of calling an 
Association Meeting." 


Subsection (d) of section 2 says further that: 


"The Council shall have power at any regularly called 
meeting thereof to enact from time to time rules and 
regulations for the operation, administration, and management 
of the Association and its respective Branches. Such Rules 
and Regulations shall cover and provide for: the constitution 
of Branches, Officers, Committees and servants and their 
functions and powers; meetings, voting and representation; 
classifications of risks; and, subject to the approval of the 
Dominion Board, compensation for business; distribution and 
limitation of underwriting; the safeguarding to members only 
the advantages of membership; rating schedules and rates and 
the promulgation thereof; maps and plans; membership in 
Local Agents' Associations; enforcement of rates, rules and 
regulations and correction of violations, and generally all 
matters convenient to be dealt with by the Branches having 
relation to their respective classes of business and the 
requirements thereof. 


All General Rules and Regulations shall be submitted to 
an Annual or Special Meeting of the Association and shall 
thereafter cease to have force and effect except to the extent 
that they are approved by such meeting; ..." 


Minutes of Council Meetings show that matters dealt 
with include, among other things: receipt and approval of Minutes 
of the Automobile Branch; consideration and approval of 
recommendations regarding commissions payable to agents; 
financial matters within the organization; appointment of provincial 
or supervising general agents of member companies in the 
territory within the jurisdiction of the C.U.A.; and receipt of 
complaints regarding infractions relating to automobile rates. 
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Each of the three branches - automobile, casualty, and 
fire - has an Executive Committee composed of a Chairman (who is a 
Vice-President of the C.U.A.), a Vice-Chairman (who is a member 
of the Council), and twelve representatives of members writing the 
classes of business within the jurisdiction of the branch, who are 
elected by the branch membership. These are provided for in 
section 1 of Rule 1 of the Rules and Regulations of the C.U.A., which 
also provides that the President of the Association and the President 
and Manager of the Dominion Board shall sit as ex officio members of 
the Executive Committee of each branch without the right to vote. 
Section 2 of Rule 1 defines the duties and powers of the branch 
Executive Committees as follows: 


'"(a) The Branch Executive Committees, subject to the 
authority vested in the Finance and Office Management 
Committee of the Association and in the Dominion Board, 
shall supervise, direct and control the management, 
operation and administration of their respective Branches. 


(b) The Executive Committee of each Branch shall deal with 
all matters within the jurisdiction of its Branch, except 
those which the Committee may consider to be desirable 
to reserve for submission to the whole Branch, and 
shall have the power to appoint and act through 
committees,"' 


One of the important functions of the Automobile Branch 
Executive Committee each year is the consideration and final 
determination for the C.U,A. membership of the draft rating program 
as submitted by the Dominion Board -C.U.A. Committee. The 
Automobile Branch Executive Committee also deals with such matters 
as rating problems, appointment from time to time of committees or 
sub-committees to deal with specific matters, and consideration of 
recommendations of committees or sub-committees. Minutes of the 
Executive Committee Meetings are received and approved at 
subsequent Annual or Special Meetings of the Branch. 


In addition to the Automobile Branch Execut ive 
Committee, there is the Dominion Board-C.U.A. Committee and 
the Standing Sub-Committees thereof. Inthe period 1950-53 there 
were eight C.U.A. Sub-Committees relating to automobile insurance, 
some of which Sub-Committees were of a continuing nature while 


others were appointed on a more or less ad hoc basis to deal with 
Specific matters at particular times. 
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3. Other Territorial Associations 


In the matter of autonomy and affiliation with the 
Dominion Board, several of the territorial associations had a status 
considerably different from that of the C.U.A. 


The Director's Statement says that the W.C.1.U.A. 
was an autonomous organization which had not become a member of 
the Dominion Board. Yet, there was always close affiliation with 
the Dominion Board because the latter's membership largely 
embraced membership of the W.C.1.U.A., and the executive 
officers, committees, etc. of the Dominion Board were composed 
of the Canadian Managers of companies, the majority of which were 
members of the W.C.1.U.A. The Dominion Board was, therefore, 
regarded as the senior Tariff Association and its recommendations 
were carefully considered. 


With respect to the autonomy of the W.C.1.U.A., the 
submission of the Winnipeg Conference of Insurance Agents is in dis- 
agreement. This is clear from the following excerpt from page 20 of 
their brief: 


Ninithe.W. GC. U,AsiWoCil. U.A<, the pattern.is;alittle 
different in that the Dominion Board companies are represented 
inthe W.C.U.A. membership by their local branch managers. 
It is quite incongrous [sic] to suggest that 'X' company's 
general Manager at the Dominion Board will vote 'yes' ata 
motion of the Dominion Board and then permit his branch 
manager at the W.C.U.A. to vote 'no' when considering the 
same motion. In other words, whatever is decided at the 
Dominion Board level is automatically followed through at the 
Territorial Association level." 


Again on pages 18-19 the brief of the Winnipeg Conference 
of Insurance Agents after making reference to certain parts of the 
Statement which stated that the W.C.1.U.A. is an autonomous 
organization has this to say: 


"The foregoing excerpts of the Director's report 
contend to show that insofar as commission is concerned the 
W.C.1.U.A. is an autonomous independent organization 
making its own decisions, This is in complete variance with 
the facts and with their actual method of operation. Since 
1948 the Insurance Agents Association of Winnipeg, (now 
called the Winnipeg Conference of Insurance Agents) in 
various discussions and meetings with officials of the 
W.C.1.U.A. dealing with commission, has been repeatedly 
told that insofar as commission is concerned, the W.C.I1.U.A. 
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no longer has any control and that any discussion must take 
place only with the officials of the Dominion Board. 


This, of course, is in accordance with the objects and 
purposes of the Dominion Board as quoted on page 28 (c) of 
the Report. 


'To supervise and control commission and brokerage 


terms',"! 


As evidence of the Dominion Board's control over the 
territorial association, the Winnipeg Conference of Insurance 
Agents! brief refers to three Appendices and alleges that: 


'Perusal of these Minutes and others will show 
conclusively that all programmes of Commission are 
originated and set by the Dominion Board". 


In fact these three Appendices are not as clear and 
convincing as the Insurance Agents' brief alleges. Appendix lis 
irrelevant to this inquiry inasmuch as it deals with a revised scale 
of fire commissions. Appendix 3 is similarly irrelevant because 
it deals with fire insurance. Appendix 2, however, does relate to 
automobile business and does show that on at least one occasion the 
matter of commissions was referred by the W.C.1.U.A. to the 
Dominion Board. The relevant material taken from the Minutes of 
a meeting held 25 and 27 April, 1956 is as follows: 


"COMPENSATION FOR AUTOMOBILE BUSINESS 


(Orig. and last Ref. item 56.11 Minutes of Exec. Com. lst 
March, 1956) 


(a) Standard Form 


A letter dated March 27th, 1956, from the President 
of the Dominion Board in respect to maximum commissions 
payable was noted. 


(b) Extension Policy - Province of Saskatchewan. 


| Communications from General Agents requesting that 
consideration be given to increasing the scale of commission 
payable to local agents in the larger cities and towns on an 
Extension Policy was considered. Since this matter had 
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already been referred to the Dominion Board, no action was 
taken," 
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The Commission has concluded from the foregoing 
evidence that the W.C.1I,U.A. was technically autonomous but that 
its response to proposals, decisions or actions of the Dominion 
Board was much affected by the high degree of overlapping of 
company personnel existing in the two organizations. 


While the B.C.U.A.'s Constitution provided in Article 
V1 for affiliation with the Dominion Board, the operation of this 
clause was made conditional upon a similar clause being enacted by 
all other territorial associations, and since this condition was not 
met there was no formal affiliation. The N.S.B.1.U. was in an 
exactly similar position. The N.B.B.U. had no formal affiliation 
with the Dominion Board or the other territorial associations, but by 
practice and usage it regarded the Dominion Board as the senior 
organization. The P.E.1I,.B.1.U. had no affiliation with the Dominion 
Board or the various territorial associations but by practice and 
usage it regarded the Dominion Board as a senior organization. 
N.B.1I.U., however, was an association member of the Dominion 
Board. 


W.C.1I.U.A. and B.C.U.A., in replies to the Director, 
stated that it had been their practice to have officials confer on 
mutual problems with officials of other territorial associations, 
and occasionally to lend services of technical personnel when so 
requested. 


W.C.1.U.A. has jurisdiction over automobile 
insurance in the Prairie Provinces and the Northwest Territories. 
The B.C.U.A. has jurisdiction over the Province of British 
Columbia and the Yukon Territory. While the objects of the 
N.B.B.U. relate mainly to fire insurance and while jurisdiction 
over the province in the matter of automobile insurance has never 
been conceded to it by the C.U.A., yet the objects of the N.B.B.U. 
provide for that organization to assume jurisdiction over the 
conduct of automobile insurance within the province and there are 
provisions in the Constitution and By-Laws specifically relating to 
automobile insurance quite apart from the N.B.B.U.'s activities 
as an agent for the C.U.A. In the case of the N.S.B.1.U, its 
objects and also certain of its rules and regulations relate to 
automobile insurance and hence it would appear that automobile 
insurance is within the jurisdiction of the N.S.B.I.U. despite the 
fact that the C.U.A. has claimed authority to exercise jurisdiction 
over automobile insurance in Nova Scotia. 


In the case of the P.E.I,.B.1.U. it was stated that the 
objects and functions related solely to fire insurance and that the 
organization did not exercise jurisdiction over automobile 
insurance, the territory being under the jurisdiction of the C.U.A. 
Information contained in the Director's Statement does not make 
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entirely clear the division of jurisdiction between théesPiew Beka. 
and the C.U.A. 


Although the return of the N.B.I.U.'s Manager indicated 
that the N.B.1.U. did not exercise jurisdiction over automobile 
insurance in Newfoundland, the territory being under the 
jurisdiction of the C.U.A., one of the local rules, in effect a 
separation rule, did not specifically exclude automobile insurance. 


Both the W.C.1.U.A. and the B.C.U.A. bore a very 
strong organization resemblance tothe C.U.A. In the case of 
the two former organizations the chief full-time officer was a 
Manager and the honorary officers included a President and two 
Vice-Presidents, the latter having been the Chairmen of the fire 
branch and the automobile branch respectively. In each case there 
was an organization corresponding to the C.U.A. Council and having 
similar functions, although in the W.C.1.U.A. it was called an 
Executive Committee whereas in the B.C.U.A. it was calleda 
Council. The ruling body with respect to automobile insurance was, 
in the W.C.1.U.A., the Automobile Branch Rating Committee, and 
in the B.C.U.A., the Executive Committee of the automobile branch. 
The objects of the automobile branches of these two organizations, 
as set out in their constitutions, were substantially the same and in 
important respects resembled those of the C.U.A. in that they 
provided for establishing equitahle premium rates, the regulation of 
policy wordings, the regulation of compensation for business, 
registration of agency appointments, promotion of insurance under- 
writing interests, prevention of undesirable practices, the collection 
of data, and the doing of such other work as would tend to reduce 
expenses to members and lessen the cost of insurance to the public. 


Although the membership rules of the W.C.1.U.A. did 
not require that members be joint stock companies, in fact all of its 
members were joint stock companies. The B.C.U.A.'s Constitution 
restricted membership to joint stock companies. Prior to 1951, the 
B.C.U.A. required any new applicant to be a member of the 
Dominion Board, The membership of the W.C.1.U.A. embraced 
organizations which were not members of other territorial 
associations or of the Dominion Board. The W.C.1.U.A. apparently 
did not require that affiliates or subsidiaries must also be Board 
members, although it was required that a company having affiliates 
or subsidiaries be admitted only on the distinct understanding that 
such organization operate strictly in accordance with W.C.1.U.A.'s 
Constitution and By-Laws. The provisions relating to applications 
for membership and to withdrawal from membership were substantial- 
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The remaining territorial associations bore less 
resemblance to the C.U.A. as regards their organization. In the 
case of the N.S.B.1.U. there were a Chief Executive Officer called a 
Manager and two honorary officers, a President and one Vice- 
President. There was also a Council composed of the President and 
Vice-President and seven representatives of the members, its 
function being similar to that of the Council of the C.U.A. or the 
Council or Executive Committees of the two western organizations. 
Membership was restricted to joint stock companies and new 
members had to be members of the Dominion Board. Procedures for 
applying for membership and withdrawing from membership were 
Similar to those of the C.U.A. The N.S.B.1.U. had no separate 
automobile branch. 


In the case of the N.B.B.U., the P.E.1I.B.1.U. and the 
N.B.1.U., there were no separate branches or committees or groups 
relating to automobile insurance as such. The N.B.B.U. required 


all affiliates or subsidiaries of a company to be members of the 
N.B Pid i) s Us 


In the matter of rate-making, as in the foregoing matters, 
there was a considerable difference between the W.C.1I.U.A. and the 
B.C.U.A. onthe one hand and the territorial associations in the 
Atlantic Provinces, Both the W.C.1.U.A. and the B.C.U.A. were 
autonomous as regards rate-making for the territories under their 
respective jurisdiction, and the conclusions of the Dominion Board- 
C.U.A. Committee were regarded by these Associations as being 
purely recommendatory. The recommended program was submitted 
to the Automobile Branch Committee of each organization and then to 
the Executive Committee of each organization, and might be accepted 
without amendment or might be amended in the light of local 
conditions, and then was promulgated to the members. The 
Automobile Branch Committees of both organizations dealt from 
time to time with such matters as specific rate problems and 
classification of territories, and appointed sub-committees to study 
and report on particular matters. 


On the other hand the N.B.B.U., the N.S.B.1.U., the 
P.E.I.B.1.U., and the N.B.1.U. adhered to rates set by the C.U.A. 
rating manuals. 


Representatives were sent to the Dominion Board-C.U.A, 
Joint Committee meeting each year by all of the territorial 
associations with the exception of that in Newfoundland. All of the 
territorial associations excepting the N.B.1.U. and possibly the 
B.C.U.A. were represented at the annual Conference of 
Association Managers. 
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In addition to the three Maritime territorial associations, 
there was a body called the Maritime Underwriters' Advisory 
Committee, which was formally recognized in the by-laws of each 
of the Maritime territorial associations as follows: 


"The Maritime Underwriters' Advisory Committee, as is 
now or may hereafter be constituted, is recognized as a Joint 
Committee consisting of three duly appointed Representatives 
from each of the three Maritime Boards; two of the 
Representatives being either General Agents or Branch 
Managers or a General Agent and Branch Manager, and the 
third the Manager of each Board. 


The function of this Committee is to meet, consider and 
advise the three Boards on all matter of general policy, 
including, but not limited to suggestions for changes and 
additions in forms, general minimum rates, general rules, 
and commissions to Resident Agents, with a view to maintain- 
ing uniformity in general practices and presenting a united 
front in all matters concerning the welfare of the public and the 
insurance business in the Maritime Provinces." 


The functions of this Committee were not confined to 
fire insurance but, according to Minutes of meetings, also included 
the making of recommendations in respect of automobile insurance. 


B. Conduct of Activities of Board Organizations 


1, Reguirement that Members Obey By-Laws, 
Rules and Regulations 


The recognized condition of membership in Board 
organizations is that member companies must obey all by-laws, 
rules and regulations, and rates promulgated thereunder, and pay 
dues, assessments and charges and submit to penalties for 
infractions of the by-laws, rules or regulations. In the case of the 
C.U.A., this requirement is spelled out in Article VIII, section 2: 


"2, Duties and Responsibilities: 


It shall be the duty of every Member strictly to observe 
the By-Laws and to Sign a copy thereof on attaining member - 
Ship; to enforce the observance of the By-laws by its Agents 
and Representatives; to pay dues, assessments and charges 
and submit to penalties, all as herein provided, and to report 
to the Manager having jurisdiction all Agency appointments in 
existence or hereafter made and cancellations thereof, as 
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soon as affected, 


The obligation to observe the By-laws applies equally to 
Agents, their clerks and employees. 


The By-laws, with an undertaking to be bound thereby and 
by all Rules, Regulations and Rates enacted thereunder from 
time to time in such form as the Council may determine, shall 
be signed by each Member's Representative,"! 


The W.C.1,U.A. and B.C.U.A,. have substantially 
Similar requirements. The members of the N.B.B.U. were also 
required to sign an undertaking to abide by the constitution, by-laws 
and all rules and regulations of the N.B.B.U. 


The enforcement of the by-laws, rules and regulations is 
placed in most of the Board organizations with the manager or 
branch secretary, who may institute inquiries with respect to 
infractions either on his own initiative or on complaint filed by a 
member. Such inquiries may be directed to the activities of a 
member company or of any agent of a member. The manager, if he 
finds an infraction, shall rule as to what action the offending member 
should take to rectify the matter. Appeal may be taken to the 
association against a ruling of the manager whenconfirmed by the 
executive. Penalties may be imposed if an offending member does 
not rectify the matter to the satisfaction of the manager. Suspension 
or forfeiture of membership could be imposed as an ultimate 
penalty and in the latter event all rating material, containers, maps 
and plans would have to be returned to the association. 


2. Requirements for Placing Business with 


Board Members 


(a) The ''Non-intercourse'' and "Separation" Rules 


The Director's Statement traces the changes which 
have been made from time to time in the respective Board 
territories in what are termed "non-intercourse" and ''separation" 
rules, Although neither rule appears to have been in force in the 
C.U.A, territory during the period surveyed, one or the other 
rule has been in force in other territories although the 
restrictions appear to have been largely removed by 1953: 


The "non-intercourse" rule may be stated as 
prohibiting agents or members from transacting business with a 
non-member company or its representative. One form in which it 
appeared was that members, their representatives, or their 
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agencies might not: 


"place or negotiate any class of insurance under the 
jurisdiction of the Association with, or accept any 
such insurance from, any company, underwriters’ 
agency, underwriter or body or combination of | 
underwriters or any partner, associate, member, 

officer or employee of any company, firm, person 

or institution, not a Member of the Association." 


Under the ''separation' rule an agent of a member is 
prohibited from acting as agent for a non-member company but is 
not prohibited from placing business with such non-member, 
presumably in the capacity of a broker. 


In the brief which the agents' association submitted to the 
special general meeting of W.C.1.U.A. in June, 1948, the 
introduction of the non-intercourse rule in W.C.1.U.A. territory was 
attributed to close working arrangements between the W.C.1.U.A. and 
the Winnipeg Agents' Association, as the following extract indicates: 


"It will be recalled that many years ago in consideration 
of the limitation of agency appointments and close working 
arrangements with the W.C.1.U.A., the Winnipeg Agents' 
Association agreed to observe and introduce into their 
Constitution what is known as a Non-Intercourse rule..." 


(Exhibit H-1) 


The brief went on to state that the rule had been extended 
to all agents' associations in the major cities in the Prairie 
Provinces. The brief pointed out that a strong element among 
agencies thought that the rule was no longer desirable and in 1953 
both non-intercourse and separation rules were abrogated in 
W.C.1,U.A. territory, although an article was inserted in the 
constitution of the Insurance Agents! Association of Winnipeg "To 
subscribe to the principles of Tariff Insurance'', 


The non-intercourse rule in B.C.U.A. territory was 
formally withdrawn in 1949 and a separation rule was repealed in 
1951. Restrictions of this kind were continued in the Maritime 
Provinces and a substantial majority of the member companies doing 
pusine ss in New Brunswick applied a non-intercourse rule in that 
province. Inthe other Maritime Provinces the restrictions were 
apparently not applied as generally. 


. The situation in C,U.A. territory was described in the 
evidence of Toronto agents in the following way. 
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Mr. G. J. Mylrea testified : 
MBYIMRSCORT « 


Q. Are there any restrictions imposed upon the 
activities of your company by the Board companies? 


A You mean so far as where we will place business or 
from whom we will solicit? 


Q. Any reStrictions at all? 
A. To my knowledge, none." 
(Hearing, p. 75) 
Mr. W. E. S. Tomenson testified: 
YBYLMRE. 2 oCOTT: 


e7 Of these companies that you write business for — I 
do not think you answered this — what percentage of 
them would be Dominion Board companies? 


we Again the C.U.A, I think is the governing factor in 
this, and I would say — 


Os Now the C.U.A.? 


A. Probably between 25 and 30 companies would be C.U.A., 
I would say; around 5 would be Independent Insurance 
Conference; and probably two would not belong to 
either. Then again I must also say that outside of that 
there would be some C.U.A., some Independent, and 
some independent independents that we have no agency 
agreements with but with whom we do business," 


(Hearing, p. 223) 


Except for the C.U.A. and N.B.1.U., restrictions on 
supervising general agents and provincial general agents appear to 
have been continued in the rules of the Board Associations. By 
definition, except for the C.U.A. and N.B.1.U., a Supervising 
General Agent and a Provincial General Agent do not place 
insurance with ''an insurer not a member of the Association or with a 
representative of such insurer.'' In effect such a requirement 
confines the business of such agencies to member companies. 
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The brief of the C.U.A. contained the following 
representations in regard to the restrictions on the placing of 
business with non-member companies or their representatives: 


"The Director says:- 


‘and in the majority of the regions they also agree 

that one class of agent shall be prohibited from 
placing fire or automobile insurance with Non-Member 
companies or through representatives .' 


To understand the scope of this rule and where it 
applies it is necessary to appreciate the abuse of the 
term 'Agent!' and its loose use in the industry. As has 
been pointed out, a General Agent, either Supervising or 
Provincial is by definition the Manager for the Company 
for the territory for which he is appointed. As 
Manager for a Member of the Board, he is by virtue of 
his appointment entitled to attend meetings of the Board 
on behalf of his principal, hold office, and vote. He is 
also entitled to hold maps and plans and rating material 
on behalf of his principal, and it is submitted that the 
rule is not unreasonable as applied to one fulfilling the 
function of Manager for a territory for a Member. 


The City Agency class does not exist in any of the 
Atlantic Provinces and the restriction does not apply 
to this class where it does exist in the other provinces. 


The Local Agency class exists across the Dominion 
and the restriction applies only with respect to Local 
Agents in the Maritime Provinces. A similar rule 
formerly applied in British Columbia and to Local 
Agents in certain named cities in the Prairie Provinces. 
The rule can only be maintained with the co-operation 
of the Agents themselves and as agency groups ina 


territory have asked for the revision of the rule, the 
rule has been abandoned. 


It is submitted that the Director's comment quoted 
above is quite unjustified. It obviously has no 
application to a situation when a general agent in fact is 
acting as the sole representative in an administrative 
Capacity ina territory for an insurer. Sucha 
territorial manager could hardly claim as a matter of 
right that he was free to serve his principal's competitor 
to the detriment of his principal. Moreover, even with 
respect to local agents in the Maritimes, the non- 
intercourse rule is fully justified, since it is merely a 
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method adopted to protect the rates, rating material and 
association service from those who have not contributed 
to the cost of producing same," 


(Brief of Canadian Underwriters 
Association et al, pp. 29-30) 


According to evidence given before the Commission by 
Mrs Hy M.iMartin‘of Vancouver;>B.C.U.A. empowered its 
Manager to secure information from agents as to the degree of 
support given to B.C.U.A.members. Mr. Martin testified as 
follows: 


"BY MR. QUINLAN: 


Q. Just one question, Mr. Martin. There is a paragraph 
entitled 'Rules re Control of Association Services’, 
and this reads: 


'The manager of the B.C.U.A. is empowered 
to request evidence from agents of the degree of 
support given, or to be given to B.C.U.A. 
members.! 


Was any interpretation ever given to you by your 
Association as to what that meant, the degree of 
support given? Was that ever elaborated upon? 


A. Mr. Quinlan, I can say this, that in December 1958 -— 
Iam not sure it was November or December — but 
within six months we had such a demand from the 
British Columbia Underwriters! Association. 


Oo That is Abernethy Insurance Associates? 


A, That is correct. We debated at first whether we would 
divulge the information because we felt it was private and 
privileged information. 


o8 What information did they ask for? 


A. They asked us for the total premiums which we wrote, 
I think in the year 1957, for both tariff companies or 
Board companies, and the total premiums we wrote for 
all other underwriters in fire and automobile, 
everything, the whole class of business, all classes 
of business. We subsequently obtained the information 
from our statistical bureau, our statistical accounting 
service, rather, and we then had a meeting among the 
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partners and decided that we would be jeopardizing our 
position with the underwriters if we did not divulge 
the information. 


Q. Was anything further heard of the matter? 
ee Nothing further." 
(Hearing, pp. 261-62) 


(b) Prohibition of Ceding or Assuming Re-insurance from or to 
Non-Members 


The prohibition of the ceding or assuming re-insurance 
from or to non-members may be regarded as an extension of or part 
of the non-intercourse rule. Several of the territorial associations 
had rules designed to confine re-insurance business to companies 
which were members of those associations. 


In the case of the C.U.A., the relevant section, found in 
Rule VI, section 1, provides that: 


"1, No Member, its Representative or Agent, shall: 


(a) assume any re-insurance from any company, 
underwriter's agency, underwriter or body or 
combination of underwriters or any partner, 
associate, member, officer or employee of any 
company, firm, person or institution not a 
member of the Association, in respect of any 
class of insurance under the jurisdiction of the 
Association, whether such business is offered at 
tariff rates or otherwise or with or without 
commission; but this provision shall not apply 
to the re-insurance of the entire business of a 
Non-Member Company which has ceased to 


transact business in the Dominion of Canada and 
Newfoundland; 


(b) cede re-insurance of any risk under the 
jurisdiction of the Association to any Non- 
Member corporation doing a direct-writing 
insurance business in the territory under the 
jurisdiction of the Association; provided that 
in instances where all members decline to 
accept a re-insurance it shall be permissible 
to place it with any Non-Member body, but in such 
case the onus shall be upon the Member, its 
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representative or Agent, placing the business to 
prove to the satisfaction of a Manager that every 
member writing the class has been offered the 
risk and has declined it, and all such risks shall 
be subject to Association rates and rules;" 


The W.C.I.U.A. prohibited ceding or assuming re- 
insurance to or from non-member companies, the rule applying to 
members and to their general agents. 


The B.C.U.A. hada similar rule applicable to members, 
their representatives and agents. 


The N.S.B.1.U. hada rule substantially similar to 
thatsof the GU As 


The N.B.B.U. apparently did not have an explicitly 
stated separate rule regarding re-insurance. Re-insurance, 
however, would appear to have been ruled out by the non-intercourse 
rule previously mentioned, but it is not certain from the evidence 
whether this rule did in fact apply to re-insurance. 


Although the P.E.1.B.1.U. did not have an explicit 
non-~intercourse rule with respect to re-insurance, the definitions 
of provincial general agent and local agent have non-intercourse 
rules with respect to all business falling within the jurisdiction of the 
Board. Presumably this would mean that re-insurance could be 
ceded to or assumed from only those companies that were members 
of. the PLE. Leb «ls, 


The N.B.1.U. did not have any provision in its rules 
regarding re-insurance. 


3. Restriction on Number of Agents and Offices 


(a) Restrictions on the Number of Agents 


All territorial associations had some restriction on the 
numbers of certain classes of agent which could be appointed and on 
the cities in which they could be appointed. 


The C.U.A.'s rules and regulations made provision for 


the matter in Rule VII, section 2, subsection 3, which reads as 
follows: 
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(3) A General Agent or a City Agent may be located 
only in the Commission Districts of Toronto or 


Montreal..." 


Further restriction was provided in Rule VII, section 6, 
subsections (1), (2) and (3): 


'(1) A Member may not appoint a Supervising General Agent 
or a Provincial General Agent in a province where the 
Member has a Head Office or Branch Office that accepts 
business, falling within the class of business for which such 
appointment was made, emanating from that province from 
any other source than from such appointment. 


(2)(a) A Member may not appoint more than two City Agents 

in the Commission District of Toronto whether the appointment 
is for one or more of the Fire, Automobile or Casualty 
Branches; . ss 


(b) Where a Member controls one or more subsidiaries, 
Members of the Association, all under the same management 
in Canada it shall be permissible to allocate to the Member 
or to another subsidiary a City Agency appointment to which 
the Member of a subsidiary is entitled, subject toa 
limitation of three such transfers within any such group of 
companies, 


(3) A Member may not appoint more than one City Agent 
in the Commission District of Montreal whether the 


appointment is for one or more of the Fire, Automobile or 
Casualty Branches; ..." 


It was stated by one witness, Mr. W. E. S. Tomenson, 
that the C.U.A, required that the appointment of sub-agents by city 


agents had to be approved by the C.U.A. Mr. Tomenson gave the 
following evidence: 


"BY MR. SCOPT: 


oF Do you know what Rule 7 provided in general terms? 
A. As I understand it, the companies who had had excepted 
agencies under certain situations had to then change 
from that point to a grouping of agencies. I believe it 
was provincial agents, city agents, city agents' sub- 
agents and local agents. 


I believe that there were named commissions for all of 
these various categories. I became a city agent with 
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a sub-agency plant, and our sub~agency plant was on 
the basis that we had to name our sub-agents to the 
C.U.A. and get authority that we could get the over- 
riding commission from that particular named list. 


If I was to take on a further sub-agent I had to produce 
the name of that man and apply to the Underwriters! 
Association so that he could be one of my named sub- 
agents. I also had to put his name on the copies of the 
reports that went to the companies so that we would 
know whether we were entitled to the overriding 
commission on their business," 


(Hearing, pp. 190-91) 
However, Mr. A.J. Mylrea testified: 
"Q. Are you allowed to have as many sub-agents as you want? 
os We can if we want to lose money. 
as Would you just explain that? 


ea Well, the sub-agent today with the current rules can 
get as much as we do. It was not that way until just 
recently, but it has been changed." 


(Hearing, pp. 75-76) 


Thus, it would appear that, although the appointments of 
sub-agents had to be approved, there was no restriction on the 
number of sub-agents that a city agent might have. 


In the case of the W.C.1.U.A., the relevant sections of 
the Constitution provided that a general agent might be located: in 
Manitoba only in Winnipeg; in Saskatchewan only in any one of 
Regina, Moose Jaw or Saskatoon; in Alberta only in either or both 
of Calgary and Edmonton. A city agent might be located only in 
Winnipeg, but a provision limiting the number of appointments by a 
member to two was repealed in 1952. 


The B.C.U.A. provided that city agents might be 
appointed only in the districts of Vancouver, Victoria and New 
Westminster, but a provision limiting the number which might be 
appointed was repealed in 1952 and replaced by a provision that a 
member could appoint city agents in any of the above districts, 
provided the appointment was registered with the B.C.U.A. and 
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provided that the member had a contract with each such agent. | 


The N.B.B.U. had a by-law which provided that a city 
agent might be located only in the Commission District of Saint 
John and similarly with respect to general agents. There was also 
a prohibition against members appointing a supervising or 
provincial general agent if the member had a head or branch office 
accepting business falling within the Board's jurisdiction from any 
other source than such appointment. 


While the N.S.B.1.U. provided that general agents might 
be located only in the city of Halifax, there were specific exceptions 
in the case of four particular firms authorizing the location of their 
offices outside Halifax. 


The P.E.1.B.1.U. provided that general agents 
domiciled in the province were required to be located in 
Charlottetown. General agents were limited to a maximum of 15 
local agents within the province. As in other jurisdictions a 
member was prohibited from appointing a general agent if the member 
had a head or branch office accepting business falling within the 
Board's jurisdiction from any other source than such appointment. 


The N.B.1I.U. rules provided that general agents were 
limited to the city of St. John's and that members were permitted 
only one local agent in any city, town or village. Local agents were 
required to have their place of residence in the city, town or 
village for which they were appointed, although exceptions might be 
made subject to the approval of the Manager of the N.B.1.U. in 
respect of certain adjacent towns and villages. 


(b) Required Approval of Certain Appointments 


Another feature common to the constitutions or by-laws 
of many of the territorial associations was approval by the 
Association of certain appointments. 


This was provided for in the C.U.A. Rule VII, section 4, 
sub-section 2: 


'(a) No appointment of a General Agent or City Agent shall 


be effective until such appointment has been approved by the 
Association," 


The section listed a number of appointments which were not 
permitted. These prohibitions related to the appointment of sub- 
agents or to reciprocal appointments of sub-agents. Members of the 
C.U.A. were also required to record all agency appointments with 


the C.U.A, as well as any cancellation of or other changes in such 
appointments. 
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The B.C.U.A. provided that the appointment of general 
agents by members had to be approved by the B.C.U.A. while 
appointment of city agents had to be registered as well as approved. 
In practice approval was granted only if such appointments were in 
accordance with the rules of the B.C.U.A, 


The general by-laws of the W.C.1.U.A. provided for the 
recording of all agency appointments and the approval of certain 
appointments, 


The N.B.B.U. required the registration and approval 
of appointments of general agents and city agents. Such 
appointments were not effective until approved. The Secretary had 
authority to reject any such appointment for any reason which was 
considered contrary to the spirit of the rules and regulations of the 
N.B.B.U., but such ruling might be appealed to the Executive 
Committee. The by-laws prohibited the appointment of banks, 
trust companies, automobile dealers, sales agencies, garages, or 
officials or employees of the foregoing as agents. 


The N.S.B.1.U.'s power of approving or rejecting 
appointments of agents was not clear and would appear to have been 
Shared with the Dominion Board and the Canadian Underwriters! 
Association. 


In the case of the P.E.1.B.1,U.; all agency, appointments 
required the Board's approval before becoming effective and 
members were required to record all changes in or cancellation of 
such appointments. 


(c) Restriction of the Location of Head Offices and Branch Offices 


Two territorial associations restricted the locations of 
head offices and of branch offices of member companies. 


The C.U.A. restricted the location of head offices 
but apparently not of branch offices, at least not in regard to 
automobile business. The relevant provisions were found in Rule 
VII, section 2, subsection 1: 


(1) The Head Office of a member if in the Province of 
Ontario or Quebec may be located only in the Commission 
Districts of Toronto or Montreal, except in the case of the 
Quebec Fire Assurance Company, the Head Office of which 
is located in the City of Quebec." 


The W.C.1.U.A. named the cities within the territory 
in which the head offices of members might be located. According 
to the brief of the Winnipeg Conference of Insurance Agents the 
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location of branch offices of members was also specified by the 
W.C.1.U.A. as follows: if in the Province of Manitoba, only in 
Winnipeg; if in the Province of Saskatchewan, only in one of the 
cities of Regina, Moose Jaw, or Saskatoon; if in the Province of 
Alberta, only in either or both of the cities of Calgary and 
Edmonton. 


(4) Prohibition of Agents' Having Financial Interests in Other 


Agencies or from Having Branches 
eS 


The C.U.A,.'s regulations prohibiting agents from having 
financial interests in other agencies were contained in Rule VII. 
General agents and city agents were defined in part as agents who had 
no such interests, and, in addition, section 2, subsection 3 of the 
Rule provided as follows: 
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A General Agent or a City Agent may not have any 
financial interest, either directly or indirectly, by ownership 
of stock or otherwise, in any other agency in Ontario or Quebec, 
except in the case of Dale & Company Limited, with respect to 
Payne & Hardy Limited in Hamilton and D.J. Morland Limited 
in North Bay." 


As shown in the brief of the Winnipeg Conference of 
Insurance Agents W.C.1.U.A.'s definitions of city agent, provincial 
general agent, and supervising general agent provided that they 
should not maintain or have any financial interest in any other 
agency either directly or indirectly by ownership of stock or otherwise, 
and further that no local agents should have any financial interests 
either directly or indirectly in the agencies of general agents. 


The N.B.B.U. by-laws prohibited city agents and 
general agents from maintaining branches or offices in the province 
elsewhere than in the ''Commission District" of Saint John. 


(e) Views of Agents and Board Organizations with Respect 


to Limitations on Agency Appointments 


. The Director's Statement contains the following review 
of the positions taken by agents and Board organizations with 
respect to limitations on agency appointments: 


"For example, with re spect to agency appointments 
agents have contended that limitations on the number of 
agents which can be appointed by a member company could 
prevent a single company from appointing an individual 
who wanted to enter the business as an agent if that 
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company had already made its full number of primary 
appointments, while a large group controlling five or six 
member companies would have a distinct advantage in this 
respect. The Board organizations have taken the position that 
agents themselves support restrictions on members and 
agents, e.g., by agency qualification laws; that the 
limitations relate only to City Agents; that while there is 
such a limitation the rules do not prevent a member company 
offering its business to any agent or broker, however he may 
be appointed; and that once a person acquires the status of a 
City Agent by appointment from a member he holds that 
status in regard to all other member companies which enter 
into a similar contract with him and by so doing such other 
companies do not affect their right to make appointments of 
City Agents on their own behalf. 


The agents have also contended that the restriction 
upon agents acquiring financial interests in other agencies 
is a flagrant disregard of agents' individual rights pointing 
out that the companies are free to establish branch offices 
and that if an agent accumulates a considerable business in 
other cities and wishes to open a branch office he should not 
be prohibited from doing so. It is also contended that there 
is no similar rule in the United States and many agencies 
have expanded and established branches throughout the 
country. 


In this respect the Board organizations have taken the 
position that an agent can absorb another firm if he wishes 
to do so, but that the Rule prevents such agent from collecting 
two commissions, its purpose being to prevent the setting up 
of a 'puppet' sub-agency and the collecting of both direct and 
overriding commissions which would increase the cost of 
insurance tothe public. The agents, however, contend that 
the companies could spot and stop such tactics if attempted 
and there is no need for such a blanket prohibition as 
contained in the Rules and Regulations or By-laws." 


4. Mandatory Maximum Rates of Commission for Agents 


Another aspect of the activities of the Dominion Board 
and its territorial associations has been the setting of maximum 
rates of agents' commissions. The information obtained by the 
Director and presented in the Statement and the oral evidence given 
to the Commission at the hearing may be summarized in the 
following way. 
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Maximum commission rates payable to the various 
classifications of agent were contained in the by-laws or rules and 
regulations of the various rating associations pertaining to the 
territory over which each exercised jurisdiction. These rates 
were binding on the members carrying on business in such 
territory. The scale of remuneration of the various types of 
agent for the different classes of automobile insurance was 
considered from time to time by the Dominion Board, which made 
recommendations with regard to rates of commission to the 
Board's various affiliated rating associations. The return of 
information from the Dominion Board stated that these recommenda - 
tions were arrived at from time to time by committees of the 
Dominion Board, sometimes by a committee especially appointed 
for the purpose, and at other times by the Automobile Committee. 
It was stated that the rates of remuneration were discussed with 
agents or representatives of agencies bodies. The committee's 
report was then considered and adopted as submitted or amended 
by the membership at a general meeting. The final conclusions 
were then referred to the rating associations with recommendations 
for their adoption. 


The various rating associations stated that their 
practice had been to consider the scales of commission recommended 
by the Dominion Board and that, although they had followed these 
recommendations in large measure, they had, on occasions, 
modified or amended them. 


It appears that in the period since 1949 the rates of 
commission have been substantially identical in all territories 
except Newfoundland. In the return of information submitted by the 
Manager of the Dominion Board it was stated that prior to 1948 there 
had been different classifications of agents and scales of commission 
in the various rating associations. The oral evidence of insurance 
agents given before the Commission is to the same effect. It 
indicates in general that some rates of commission, the so-called 
‘graded commissions", were set by Board rating associations, 
At the same time, in the so-called "excepted cities'' commission 
rates were negotiated between individual agencies and the 
companies whom they represented. Prior to 1948 the general 


agent received an overriding commission on all his business, both 
direct and indirect. 


eee Mr. J. Mylrea of Toronto (hence in the territory under 
the jurisdiction of the C.U.A.) testified that in his experience raves 
of commission were always named by the Board Associations and 
latterly by the:C<U.A, Although there was consultation by the 
C.U.A,. with agents in regard to rates of commission, the outcome 
was not always to the agents! liking (Hearing, pp. 74-75). 
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Mr. W.B.S. Tomenson, also of Toronto, testified that 
in the 1930's there had existed a category of "excepted city agents" 
who were located in the so-called "excepted cities'' of Montreal, 
Toronto, Winnipeg, Vancouver, New Westminster and Victoria. 
Such ''excepted agents'' had been able to negotiate their commissions 
with the companies for which they worked. On business placed with 
those Board companies with whom the agencies did not have 
"excepted agency'' arrangements, the agents received graded 
commissions from the Board companies. Graded commissions were 
defined by the witness as a specified commission for a particular 
class of business, e.g., passenger cars, commercial vehicles, etc. 
This situation continued until 1948 when Rule VII of the C.U.A, in 
effect abolished such "excepted agencies" (Hearing, pp. 188-89). Mr. 
Tomenson testified that prior to 1948 he had received commissions of 
30 per cent from companies with whom he had an "excepted agency" 
arrangement, but that from companies with whom he did not have 
such an arrangement he received graded commissions of perhaps 20 
per cent (Hearing, pp. 192-93). 


Similarly, Mr. B.C. Ryan, an agent from Winnipeg 
(hence in the territory under the jurisdiction of the W.C.1.U.A.) 
testified that priorto 1948 there had been no control by the 
Association of automobile insurance commissions in Winnipeg. 
Prior to 1948 commission rates had been privately negotiated between 
the agents and the companies. This apparently applied to all 
agents' commissions (Hearing, pp. 114-15). He testified further 
that prior to 1948 agents' commissions in Winnipeg ranged from 25 
per cent to as high as 324 per cent. Mr. Ryan said that his own 
agency got 325 per cent from one company and 30 per cent from the 
majority of companies. He added that the loss experience for the 
clientele on whose business he was getting 325 per cent was no 
better than for the clientele on whose business other companies were 
paying him 30 per cent. However, he did say that for the company 
giving him a24 per cent he was performing extra services, such as 
writing policies for sub-agents and undertaking loss adjustment work 
(Hearing, pp. 157-60). 


Similarly, Mr. H. M. Martin, an agent from Vancouver 
(hence in the territory under the jurisdiction of the B.C.U.A.) 
testified that prior to 1948, Vancouver, Victoria and New 
Westminster were in the category of ''excepted cities" in which no 
mandatory scale of commissions existed. However, in outlying 
areas commissions were prescribed by the Underwriters' 
Association (Hearing, p. 254). 


In 1948, the Dominion Board Committee, which had been 
studying commission rates for some time, submitted a report which 
recommended the elimination of most of the differences discussed 
above. The report subsequently was adopted by the Dominion Board, 
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recommended to the rating associations, and in turn adopted by them 
in 1949. The effect of these recommendations was a reduction in the 
rates of commission on direct business. The change in rules also 
included a provision that the general agent should get an overriding 
commission only on his indirect business or that of his sub-agents, 
but not on his own direct business. 


The general nature of the reductions in commissions on 
direct business as indicated by the evidence of agents was as 
follows: on private passenger automobiles from their former levels 
to 20 per cent; on commercial vehicles from 20 per cent to 15 per 
cent; and on inter-urban transport and taxis from 20 per cent to 
73 per cent. Mr. Tomenson testified that under Rule VII the city 
agents had to name their sub-agents to the C.U.A. and get authority 
from the C.U.A. to collect overriding commissions on these sub- 
agents' business (Hearing, pp. 190-91). 


The evidence of witnesses as to the rates of commission 
promulgated in 1948 corresponds with the rates set out in the rules 
and regulations of the C.U.A. which were in effect in 1949. The 
C.U.A.'s Rule VII, section 9, sets out the rates of commission 
payable to agents on business falling within the jurisdiction of the 
Automobile Branch. In subsection (1) it is stated that: 


"(1) The respective rates of commission set out hereunder 
apply to all classes of business falling under the jurisdiction 
of the Automobile Branch." 


and subsection (2) states that these rates apply to the Provinces of 
Ontario and Quebec. However, since the returns of information 
obtained from Board companies carrying on business in the Maritime 
Provinces indicate that rates payable in those provinces were the 
Same as those set out in subsection (2), it would appear that the 
rates in the subsection were intended to apply to all territories over 
which the C.U.A. purported to exercise jurisdiction, and hence to the 
Maritime Provinces as well as to Ontario and Quebec. In the 
Director's Statement it is indicated that these rates of commission 
were not applicable to Newfoundland. It would seem to follow, in 

the absence of any evidence to the contrary, that these rates applied 


to Ontario, Quebec, New Brunswick, Nova Scotia and Prince 
Edward Island. 


Subsection (2)(a) provided that with respect to 
Supervising general agents: 


"(2) Provinces of Ontario and Quebec: 


(a) Supervising General Agent: 


There shall be no cont rol as to the rate of 


spe 


commission payable to a Supervising General 
Agent, but such freedom of control shall apply 
only to the Member for which he is so appointed 
and only in respect of the class of business for 
which he has been So appointed," 


Subsection (2)(b) provided with respect to a provincial 
general agent that: 


"(2) Provinces of Ontario and Quebec: 


(b) Provincial General Agent: 


A Provincial General Agent may receive no more 
than the following rates of commission: 


(i) On Direct Business, the rates of 
commission payable to a Local Agent. 


(ii) On business emanating from the Sub- 
Agency plant of such Provincial 
General Agent located in the 
Commission District in which the 
Provincial General Agent has his 
place of business, no more than the 
rates of commission payable to the 
sub-agent who produced the business, 
plus an Overridmg Commission not 
exceeding 73% : 


(iii) On business emanating from the Sub- 
Agency plant of such Provincial 
General Agent located outside the 
Commission District in which the 
Provincial General Agent has his 
place of business, no more than the 
rates of commission payable to the sub- 
agent who produced the business, plus 
an Overriding Commission on such 
business subject however to such 
Overriding Commission being 
reasonable and being approved as 
such by the Association. 
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(iv) On business emanating from a 
Domestic or Foreign Broker, no more 
than the rate of commission payable to 
such Broker, plus an additional 
commission not exceeding 5%."' 


Subsection (2)(c) of section 9 provided with respect toa 
city agent that he might receive no more than the following rates of 


commission: 


"(2) Provinces of Ontario and Quebec: 


(c) «City Agent: 


A City Agent may receive no more than the 
following rates of commission: 


(i) On Direct Business the rate of 
commission payable to a Local Agent. 


(ii) Where a City Agent has an established 
substantial Sub-Agency plant at the 
date of the coming into force of these 
rules, with the approval of the 
Association he may be paid the rates of 
commission payable to the sub-agent 
who produced the business plus an 
Overriding Commission not exceeding 
73% on his business emanating from 
such Sub-Agency plant as is located 
in the Commission District of the city 
in which he has his place of buSiness. 


(iii) Where a City Agent is the sole source 
of business of a Member for the 
Commission District of the city in 
which he has his place of business and 
is the one through whom all the 
Member's business originating in the 
Said district must pass, with the 
approval of the Association he may be 
paid the rates of commission payable 
to the sub-agent who produced the 
business plus an Overriding 
Commission not exceeding 73%. . ."' 


i Thane 


With respect to local agents, subsection (2)(d) of 
section 9 provided that a local agent might receive no more than the 
following rates of commission: 


"(2) Provinces of Ontario and Quebec: 


(d) Local Agents: 


A Local Agent may receive no more than the 
following rates of commission: 


(i) 20% on all types of risk rated under the 
Private Passenger Automobile and 
Non-Owned Automobile Sections of the 
Automobile Manual, except risks 
subject to Fleet Rating by the 
Association. 


(ii) 15% on all types of risk the rate of 
commission for which is not fixed by 
the next preceding and succeeding 
sections (i) and (iii). 


(iii) 75% on Interurban Transports and all 
types of risk rated under the Public 
Automobile Section of the Automobile 
Manual yee eo" 


With respect to brokers, subsection (2)(e) of section 9 
provided that: © 


"(2) Provinces of Ontario and Quebec: 


(e) Brokers: 


(i) Domestic Brokers may receive no 
more than the rate of commission 
payable to a Local Agent. 


(ii) Foreign Brokers may receive no more 
than a rate of commission of 5% on the 
class of business referred to in sub- 
paragraph (d)(iii) above [inter -urban 
transport and certain classes of 
public automobiles ] and no more than 
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a rate of commission of 10% on other 
classes," 


In 1950 the commission rate on private passenger 
vehicles was reduced to 173 per cent in the Province of Quebec. 


The representatives of the agents' associations who 
appeared before the Commission gave evidence as to the manner in 
which agents were informed as to changes in rates of commission and 
as to the attitude of agents toward such changes. 


When agents of Board companies were informed in 1948 
that the Dominion Board was planning to make changes in rates of 
commission a brief was prepared by the Insurance Agents' 
Association of Winnipeg for submission to the W.C.1.U.A. In the 
brief it was contended that the proposed reductions in commissions 
were so drastic as to jeopardize the continuation of the operations of 
insurance agents. Concern was also expressed over the effect of the 
changes on the maintenance of sub-agents and canvassers by larger 
offices. The brief expressed agreement that a reduction in 
commissions on public liability and property damage insurance was 
necessary but stated agents knew of no reasons for reductions in 
other rates of commission. A brief along similar lines was also 
prepared by the Vancouver Insurance Agents!’ Association. 
Delegations from both agents! associations were sent to meetings of 
the underwriters' associations and the presidents of the respective 
agents’ associations were given an opportunity to make a statement 
to the appropriate underwriters! association on behalf of the agents. 


There were, however, no negotiations carried on with respect to the 
rates of commission, 


Rates of agents' commissions were again revised by the 
C.U.A. in 1953, According to the representatives of the insurance 
agents the principal change was a reduction in the commission on 
passenger car insurance from 20 per cent to 15 per cent. The 
changes were decided on at the Annual Meeting of the C.U.A,. held 
on May 27, 1953 and are shown on page 45 (y) of the C.U.A.'s 


Rules and Regulations, issued August, 1953. The revised section 
reads as follows: 


'"(d) Local Agent: 


A Local Agent may receive no more than the following 
rates of commission: 


(i) 74% on Interurban Transports and all types 
of risk rated under the Public Automobile 
Section of the Automobile Manual except 
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Hotel, School, Golf and Country Club 
automobiles, 


(ii) 15% on all other types of risk the rate 
of commission for which is not fixed by 
the next preceding paragraph." 


A somewhat different course was followed by the Board 
companies in acquainting agents with the plan to change rates of 
commission in 1953, according to the evidence given before the 
Commission by the representatives of the agents' associations. 
Their evidence was to the effect that a Dominion Board committee, 
consisting of three company officials, visited agents' groups in 
various parts of Canada and discussed the reasons for the proposed 
changes in rates. The reasons, as the witnesses recalled them, 
were that the companies had had a very bad loss experience on 
automobile insurance which would necessitate a substantial 
increase in insurance rates. In view of adverse reaction by the 
public to previous increases in insurance rates the companies 
wished to minimize the amount of the increase by reducing the 
commission rate to agents from 20 per cent to 15 per cent. At 
the same time it was indicated there would be a reduction in the 
company expense factor used in computing rates of insurance by 
5 per cent. It was pointed out to the agents the Board committee 
met that in view of the increase in the rates of insurance the 
dollar revenue of agents from the lower rate of commission would 
be about the same as it had been under the old higher rate. In 
general, the agents' associations did not agree with the proposed 
reduction in their rate of commission and it was suggested by 
some that there should be no change until an accounting study had 
been made of agents' actual costs of doing business. The changes 
in rates of commission were made effective by Board companies 
in 1953 as already indicated. 


It was stated in evidence by Mr. Tomenson of Toronto 
that a further change was made by the C.U.A. in rates of 
commission on January l, 1959 when overriding commissions on 
sub-agency business were eliminated. This change applied to 
other types of insurance as well as to automobile insurance. Mr. 
Tomenson testified that agents heard of the plan to eliminate over- 
riding commissions on sub-agency business about November, 1957 
and requested a meeting with insurance companies. The meeting 
appears to have taken place in February, 1958 and was attended by 
six representatives of C.U.A. companies, four representatives 
of the Toronto Insurance Conference of insurance agents, and 
seven representatives of the Ontario Insurance Agents' 
Association. Four representatives of Independent Conference 
companies also attended the meeting (Hearing, pp. 198-99, 
202-03, 233-36). According to the evidence of Mr. C. A. Baines, 
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President of the Independent Automobile and Casualty Insurance 
Conference, this organization was not represented at the meeting 
(Hearing, p. 339). The four representatives of Independent 
Conference companies are also members of the Independent 
Automobile and Casualty Insurance Conference (Ist. Gr TG Spe but 
were not present officially on behalf of that Conference. Mr. Baines 
did not know why they were present but as sumed they were attending 
as members of another Conference, the Independent Insurance 
Conference concerned with fire insurance (Hearing, pp. 359-61). 


It appears that the great majority of members of the 
I.A.C.1.C. are also members, of the Independent Insurance 
Conference concerned with fire insurance (Hearing, p. 354). 


In March, 1958 when agents in Toronto had heard that 
the change in rates of commission had been recommended by the 
Dominion Board to the C.U.A. the President of the Toronto 
Insurance Conference wrote to the President of the C.U.A. on 
March 21, 1958 requesting further consideration of the 
representations of the agents opposing the change and suggesting a 
joint examination of the operating costs of agency business by an 
independent investigator. The agents requested that the proposed 
action to reduce commissions be postponed pending further 
discussion between agents and the C.U.A. About the same time Mr. 
Tomenson sent a letter to practically all members of the C.U.A. 
with which his firm had agency contracts expressing concern over 
the proposed change in commission rates and suggesting that rates 
of commission should be related to the type of service provided by 
the insurance agent. Mr. Tomenson said in evidence that although 
he had received replies from a number of companies there was no 
practical result (Hearing, pp. 227-31). 


In connection with the elimination of the overriding 
commission on sub-agency business, Mr. Tomenson testified that 
as he now received no compensation for handling such business he had 
advised some agents who were doing a good part of their business 
with a particular company to become direct agents for such company. 
He implied that in the case of some other sub-agents who might wish 
to use the services of the larger insurance office some adjustment 
might be made with respect to commissions. In regard to percentage 
rates of commission Mr. Tomenson said that for some lines of 
automobile insurance the rate was 50 per cent of what it was for his 
agency in 1939 and in the case of inter-urban business it was 25 per 
cent of the pre-war percentage rate (Hearing, pp. 213-14). 


Although the C.U.A., particularly in connection with 
recent changes in rates of commission, appears to have been 
prepared to inform agents as to proposed changes and to discuss the 
nature of the changes with them, the rates of commission could not 
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be said to be negotiated between the C.U.A. and the insurance 
agents or any asSociation of agents. The establishment of 
maximum rates of commission has been determined by the C.U.A. 
and changes in rates and classifications have been put into effect 

by members of the Association in accordance with the regulations of 
the organization. 


Rates of Commission in Newfoundland 


Newfoundland did not become a province of Canada until 
1949 and rates of commission set out in Rule VII of the C.U.A.'s 
Rules and Regulations had never been applicable in Newfoundland, 
Some time after Newfoundland's entry into Confederation the Dominion 
Board arranged for a committee to proceed to Newfoundland to 
integrate practices there with those existing in the rest of Canada. 
Pending the outcome of the committee's work members were 
prohibited from raising rates of commission in Newfoundland. The 


working out of an acceptable scale of commissions was not completed 
until 1953.. 


A circular issued on April] 27, 1953 by the Automobile 
Branch Chairman contained the following: 


"6. . When consideration was being given to the 1953 
Rating Programme a delegation from Newfoundland attended 
at the time of the March Council Meeting and met with the 
Newfoundland Committee of the Dominion Board. 


Alternative suggestions were left with the delegation 
for consideration by Agents in Newfoundland. The Agents met 
on April 24th and have accepted the following terms:- 


A Commission rate of 20% on Private Passenger and 
Commercial Automobiles without any allowance for 
Sub-Agency business effective May Ist, 1953." 


According to information received by the Director these 
new Commission rates appear to have been introduced on the above 
date by Board companies writing automobile insurance in 
Newfoundland apart from one company which apparently did not 
differentiate between commission rates paid in Newfoundland and 
those paid in other territories. 
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CHAPTER IV 


ORGANIZATIONS OF CONFERENCE AUTOMOBILE INSURANCE 
COMPANIES 


1. Forms of Organization 


Some of the non-Board companies engaged in writing 
automobile insurance belong to one or more of the three 
organizations known as the Independent Conferences. As previously 
mentioned theSe are: 


The Independent Automobile and Casualty Insurance 
Conference (Eastern Conference or 1.A.C.1.C.) 


The Western Canada Independent Automobile Insurance 
Conference (Western Conference or W.C.1.A.1.C.) 


The Independent Automobile Insurance Conference of 
British Columbia (B.C. Conference or 1.A.1.C.B.C.) 


The Eastern Conference exercises jurisdiction over Ontario and 
Quebec, the Western Conference over Alberta, Saskatchewan and 
Manitoba, and the B.C. Conference over British Columbia and the 
Yukon. There is no Conference organization exercising jurisdiction 
over the Maritime Provinces or Newfoundland. 


All three Conferences have similar organizations. None 
of them has a constitution, by-laws, rules or regulations. In general 
the officers are honorary and serve without remuneration. There are 
two exceptions to this, namely, the paid secretaries employed by the 
Eastern Conference and the B.C. Conference. In general, the only 
formal requirement for membership appears to be a requirement on 
the part of the B.C. and Eastern Conferences that members operate 
their businesses onan agency basis as opposed to a direct writing 
basis, An additional requirement of membership in the Eastern 
Conference is that members publish their rate manuals periodically. 
The Conferences do not set mandatory rates of commission or 
mandatory premium rates, although, as will be shown below, they 
recommend certain basic rates of premium and commission to their 
members. As the evidence shows, however, there are deviations 
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from the recommended premium rates and very considerable 
deviation from the recommended rates of commission by the member 
companies. 


In the period 1950-53 the three Conference organizations 
as a whole had a membership made up as follows: 


British companies 6 16.7% 


American companies (includ- 
ing 2 Canadian companies 
which were subsidiaries of 
or were controlled by 
American companies) 13 30.6% 


Other foreign companies 
(including 1 Canadian 
company which was a 
subsidiary of or was 
controlled by other 


foreign companies) 3 8.3% 
Canadian companies 16 44.4% 
36 100.0% 


In other words, Canadian companies accounted fora 
little less than half of the overall membership. If those companies 
with partial Conference membership and those which belonged toa 
Conference organization in one or more territories and Board 
organizations in other territories are included, the percentage of the 
membership accounted for by Canadian companies is only slightly 
reduced. 


The Eastern Conference had a membership in each of the 
years 1950-53 inclusive of 32, 33, 34 and 25 companies respectively. 
The Western Conference in the same years had a membership of 
15,17, 48 and*18 companies... ThefBhiC.) Conference:inithese years 
had a membership of 27, 31, 28 and 28 companies respectively. 


As was indicated in Chapter II, the Conference companies' 
net premium income in the years 1950-52 amounted to 29.1, 29.2, 
and 26.5 per cent respectively of the total net premium income from 
automobile insurance in Canada. The corresponding figure for 1957 
is 20.1 per cent. 
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The three Conferences are completely separate and 
autonomous, there being no formal affiliation among them. 
Generally, however, each Conference invites delegates from both of 
the other Conferences to its Annual Meeting, and, on occasion, a 
delegate has attended such meetings. The Eastern Sh eT made 
arrangements, effective June, 1953, to forward a copy of its Minutes 
to both of the other Conferences. The role played by Conference 
organizations in recommending premium rates will be described 
later in this report. 


2. Agents' Commissions 


Generally speaking, Conference company commission 
rates are higher than Board commission rates, frequently at a fixed 
differential above the Board rates. In some cases, however, they are 
identical. While there is a certain kind of liaison among the three 
Conference bodies, each is a completely autonomous organization. 

In considering agents' commissions, therefore, it is necessary to do 
so separately with respect to each organization. 


(a) Eastern Conference 


When asked about the activities of the I1.A.C.I.C. in 
fixing commission rates for producing agents, Mr. C. A. Baines, 
Assistant Manager for Canada of the Zurich Insurance Company and 
President of the 1.A.C.1.C., at first explicitly denied that the 
Conference set or prescribed rates of commission for its members. 
This is shown in the following quotation: 


'Q. The meeting at Montebello held at that time. In the 
Automobile Conference, of which you are President, 


does that Conference prescribe the rates of commission 
for its members? 


7 No. 


OF What is done in so far as rates of commission are 
concerned in that Conference? 


Ay Actually nothing is done. 


Q. It is a matter entirely for the individual company, is it? 
As For the individual company. 
oe 


Each company fixes its own rates of commission? 
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Correct. 

No doubt there is some conference about matters of 
mutual interest, such as statistical information, 
forms and that sort of thing of interest to everybody? 
That is so. 

But there is no fixing of commissions? 

No ia 


(Hearing, pp. 343-44) 


Later on, however, Mr. Baines admitted that there was 


agreement in 1953 by a majority of members that they would charge 
certain rates. 


Nt ae 


Pee re Oy ee -D 


In respect of commissions you said that that is a matter 
entirely for each company? 


Yes. 
You have in the past agreed on commissions? 


There was agreement at one time by a majority of the 
members that they would charge a certain level. 


There were one or two dissenters? 


That was at the time when the rating formula was 
changed. 


That was in 1953? 
1953. 
Are commissions still discussed at all? 
No. They have not been discussed. 
There has been no discussion since 1953? 
Nia... 

(Hearing, p. 356) 


The records of the Eastern Conference cited in the 


Director's Statement indicate that in 1947 there was a measure of 


agreement 
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among Conference companies with regard to the maximum 


commissions which would be paid to producing agents. The 
following is a quotation from the Minutes of the Annual Meeting of 


September 6, 1950: 


"Under the caption 'New Business' Mr. Eddy discussed 
a Resolution placed on the books of the Conference December a 
1947, dealing with maximum commissions payable to 
producing agents. Mr. Eddy understood that the agreement was 
not being honored by a member company and felt that the 
matter should be clarified or amended. There were no known 
cases that could be learned; in consequence it was suggested 
that Mr. Eddy discuss such case or cases with the alleged 
company, and if it was then determined that there were 
violations to the voluntary commitment made by all member 
companies, the matter be placed before the President and 
member companies." 


Efforts to reach a common basis among Conference 


companies on both premium rates and commissions are indicated by 
the Minutes of the meeting held on June 18, 1952 which contain the 
following: 


1952; 


"The Chair asked that the principle of commission 
reductions be set down for the guidance of this committee, and 
that when the problem is next discussed, each company come to 
the meeting prepared to reach a definite agreement as respects 
1953 rate and commission programme. 


It was moved 'that the meeting agreed in principle that 
commission levels should be reduced, and the saving passed 
along to the public in a widening of the differential in rates’. 
Seconded and carried," 


At a meeting of the Eastern Conference on September 5, 
a motion was passed that: 
'. . . assuming private passenger car rates are increased by 
not less than 10%, that with the exception of a number [ not 
stipulated] of companies, we reduce commissions of select 
rates to 225% and on pleasure classification rates and business 
rates to 20%, and that if the C.U.A. reduce commissions , we 
reconsider the problem in the light of the C.U.A. action." 


Twelve companies Supported the motion, one voted against it, while 
Six Companies refrained from voting. 


At a meeting of December 8, 1952, commissions were 


again discussed but no decision was taken. 


Re, 


At a meeting of January 15, 1953, the matter of 
commissions was again discussed and the Minutes record the 
following: 


"It was moved and seconded that 'maximum commission on 
automobile business be 173% regardless of the position 
taken by the Economical Mutual'. Carried, with one 
dissenting vote by the Canadian Home, as instructions from 
the Head Office called for a maximum commission of 15%. 


It was moved 'that commissions on all commercial 
vehicles not exceed 173% EXCEPT fleets 15%, inter- 
urban transports, long haul risks, taxis, now subject 
to a 73% commission, level to be maintained at 75%!. 
Seconded and carried,'"'! 


It would appear that the resolution passed at this 
meeting to reduce commission rates was, infact, carried out, for at 
the meeting of April 8, 1953, the members were polled regarding 
advice given to their agents on commission reductions. All had so 
advised their agents with four exceptions: two of these would be 
operating under a maximum commission rate of 15 per cent; a 
third had only advised some agents, but in any event its rate would 
not exceed 174 per cent; while a fourth proposed to allow 20 per 
cent on private passenger and commercial business, 15 per cent on 
fleets, sand and gravel trucks and aes per cent on long-haul and taxi 
risks. In other words, the majority of the companies had made 
their reductions in commission rates. 


Commissions were again discussed at the meeting of 
May 7, 1953. In view of one company proposing to pay more than 
the 174 per cent maximum, two other companies indicated they 
would feel free to deviate. 


Between December 4, 1951 and June 18, 1952 
approximately 75 per cent of the members doing business in Ontario 
and 50 per cent doing business in Quebec were paying commissions 
at rates ranging between 20 per cent and 25 per cent on private 
passenger business. The remainder were paying lower rates. On 
commercial business, some companies paid the same rate as on 
private passenger business, but in many cases the rates on 
commercial business were from 25 per cent to 5 per cent lower. 

No company appears to have been paying more than 25 per cent on 
direct business. 


Notwithstanding the differences of opinion subsequent to 
the establishment of new maximum commission rates in 1953, about 
85 per cent of the members paid no more than the 173 percent 
maximum on direct business. 


ae 


The Conference does not appear to have concerned itself 
with the rate payable to general agents, this being a matter for the 


individual companies. 


Information obtained by the Director shows that between 
January 15, 1953 and April 8, 1953 all of the member companies of 
the Eastern Conference had advised their agents on commission 
reductions, with sorne exceptions. The evidence given at the hearing 
shows that these commissions were announced to the agents by the 
member companies and not by the 1.A.C.I1.C., as such. 


(b) Western Conference 


Although the return of information submitted by the 
Secretary-Treasurer of this Conference claimed that only basic rates 
of commissions were recommended, that members might exercise 
independent decisions as to the suggested commissions, and that the 
Conference had no effective control over the action of members, it 
would appear that maximum rates of commissions were the subject 
of agreement among some of the Conference members. For 
example, the Minutes of a semi-annual meeting of April 17-18, 1950 
contained the following: 


"COMMISSION AGREEMENT 


It was moved by Mr. MacNally seconded by Mr. Lawrence 
and carried that the understanding re commissions payable to 
agents be reaffirmed at not over: 


20% on Private Passenger and Non-Ownership Policies 
bos on all other except Public Service Vehicles 
73% on Public Service Vehicles 


Carried with two Dissenting votes, one from Mr. 
Cameron of Northwest Casualty who said he would require 
direction from his company before assenting and one from 
Mr. Parsons who asserted his independence in voting, due 
to the fact that he was not prepared to assent at the moment, 
both dissensions being directed to commissions on commercial 
vehicles PRIVATELY owned, used for private purposes only." 


Approximately one-third of the members wrote only 
through general agents who, presumably, appointed their own local 
agents. The matter of commission rates payable to general agents 
does not appear to have been the subject of discussion at Conference 


meetings nor does there appear to have been any understanding among 
members in this regard. 
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Of the remaining companies, according to returns of 
information received by the Director, during the period 1950-52 
about 75 per cent paid commissions ranging as high as 25 per cent 
on private passenger business, while the remaining 25 per cent paid 
no higher than 20 per cent. On commercial business about 75 per 
cent paid between 15 per cent and 25 per cent and the remaining 
25 per cent of the members paid no more than 15 per cent. 


Further evidence of agreement among members of the 
Western Conference on rates of commission is found in the Minutes 
of the Annual Meeting held on February 23-25, 1953, at which the 
subject of commission rates was discussed. The following occurs 
in the Minutes of that meeting: 


It was MOVED and SECONDED that a secret ballot be held, 
polling the members on whether or not they wish to adopt the 
Non-Conference rate of commission. Majority decision to 
rule the Conference. 


CARRIED 


Saskatchewan Mutual then pointed out that they had a deviation 
filed allowing them to pay certain agents an extra commission 
of up to five percent. These are certain recording agents, 
only. 


They agreed that if they could be allowed to maintain this 
deviation, they would undertake to file verbally with the 
Chairman, a list of agents who were obtaining this extra 
commission and any member who approached the Chairman 
could be informed of whether or not a certain agent was on 
this list, and if so, would have equal privileges in the office 
where the Saskatchewan Mutual was paying the extra 
commission. The Saskatchewan Mutual agreed that they 
would not extend this deviation to any new agencies. 


The ballot was taken and the Conference was in favour of 
adopting the Non-Conference rate of commission, 


It was MOVED and SECONDED that the commission rate be 
effective April lst, 1953, on new and renewal business. 


CARRIED" 
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The majority of agents writing through direct agents 
revised their commission rates effective April 1, 1953. Approximate - 
ly half of the members changed their rates to 15 per cent on private 
passenger business, most companies having a deviation of 5 per cent 
in respect of certain business in Saskatchewan. On commercial 
business the 15 per cent maximum rate remained unchanged at April 
1, 1953. - But while previously about one-quarter of the members 
did not exceed the 15 per cent maximum, now over half did not exceed 
it, although three companies had a 5 per cent deviation on farm trucks 
in Saskatchewan. The commission rates of the remaining companies 
exceeding the maximum ranged between 15 per cent and 20 per cent. 


(c) B.C. Conference 


The return of information submitted by the Vice-Chairman 
of the Independent Automobile Insurance Conference of British 
Columbia stated that the Conference does not concern itself with 
agency appointments or commissions. The Minutes do not record any 
agreement or understanding with respect to maximum commissions; 
in fact they indicate the reverse, if anything, as, for example, this 
extract from the Minutes of the meeting of October 11, 1951: 


"Commissions - A short discussion took place in regard to 
the commission question. The meeting was polled by a show 
of hands to see how many were in favour of adopting a standard 
commission rate but as unanimity could not be secured, no 
further action was taken."! 


Some of the companies in the Conference wrote through 
general agents, some through local agents, and some through both 
general and local agents. In 1950 and 1951 local agents acting for 
approximately 80 per cent of the companies were paid rates of the 
order of 25-30 per cent on private passenger business. Over half 


of the local agents received rates of the order of 25-30 per cent on 
commercial business, 


In 1952 some of the Conference companies reduced their 
FACES to a maximum of 224 per cent on private passenger business and 
173 per cent on commercial business. In 1952 the maximum rates of 
approximately one-half of the members were not more than 223 per 
cent on private passenger business and those of about two-thirds of 


the members were not more than 20 per cent on commercial 
business, 


On or about April 1, 1953 a number of the Conference 
companies reduced their rates and by May 1, 1953 over 90 per cent 
of the member companies had maximum direct commission rates no 
higher than 173 per cent on both classes of business, the maximum 


rates of several being no higher than 15 per cent, that is, no higher 
than the B.C.U.A,. rates for these classes. 


CHAPTER V 


COLLABORATION BETWEEN THE BOARD AND 
CONFERENCE ORGANIZATIONS 


There has been both formal and informal collaboration 
between the Board and Conference companies. The degree of 
collaboration has varied; in some periods there are indications of 
very active collaboration, while in others there are few or no 
indications of such collaboration. The extent of the association 
between Board and Conference companies has tended to reflect the 
extent to which changes in practices or conditions in the automobile 
insurance business have been under active consideration. With one 
exception, this collaboration has been between Board and 
Conference companies in Central and Western Canada, there being no 
Conference body having jurisdiction over the Maritimes. 


1. Collaboration in Ontario and Quebec 


In Ontario and Quebec formal collaboration of the C.U.A,. 
and the Eastern Conference was carried on by means of the 
Automobile Collaboration Committee, formed in 1946. It consisted 
of six members of the C.U.A. and six members of the Eastern 
Conference appointed to discuss all matters of mutual interest. The 
Committee had no power to act but only the power to report back to or 
to make recommendations to the C.U.A. and the Eastern Conference. 
In the period 1947-52 inclusive, the Committee held 13 meetings, 
there having been no meetings in either 1950 or 1951. The Committee 
considered a very wide range of subjects, described in the return of 
information made by the Manager of the Dominion Board as follows: 


"The minutes of the Committee disclose that the subjects 
discussed were consonant with the objects for which the 
Committee was formed: 


Li, Legislation generally 

ae Government Insurance Fund 

iit, Compulsory Automobile Insurance 
LV’, Unsatisfied Judgment Fund 


Mari. 


Vil, 


x Mis 
2oVALL, 
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Indemnification for Victims of 'Hit and 
Run! Accidents 
Pools for Sub-Standard Risks - generally to 
meet need of market where compulsory 
insurance applies, i.e. taxis and public 
vehicles. 
Statistics - Statistical Exhibit 
i. Unallocated Expense Cost 

ii. Acquisition Cost 

iii. Expense Ratio Factor 

vi. Loss Costs 
Financial responsibility Laws 
Assigned Risk Plans 
No Claims Bonus 
Increased Limit Tables 
Solvency of Insurers 
Public Safety Extension Course, University 
of Toronto 
Rating Programme Publicity 
Public Relations 
Definitions 
Sub-Standard Risks 


Besides having consultations with Provincial Government 


authorities, 


the Committee or its members met with 


representatives of Agency Bodies and of Provincial Motor 
Leagues as representatives of the buyers of insurance to 
consider the problems arising out of a trend toward greater 


claim frequency, higher claim cost, and the resultant upward 
trend of premium rates."! 


. In the same return of information the termination of the 
Committee is referred to as follows: 


"In the spring of 1953, the Committee was asked to report on 
the work it had done and the need for its continuance. The 


Committee reported to a meeting of the Council held May 7th, 
1953, as follows: - 


ve 


This Committee was established in 1946, and 


normally meets once in the Spring and once in 
the Fall of the year. 


[Sets out the then membership of the Committee] 


The Committee deals with matters of common 
interest concerning legislation, policy form, 
Statistics, practices in the public interest such as 
No Claims Bonuses, Assigned Risk Plans, and 
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interpretation of Forms. No consideration is at 
any time given to questions of rate, commission 
or any factor in the hurly-burly [ of | competition. 


4 This is a small Committee of Company Managers 
who are perhaps in a better position to get things 
done quickly than would be the Committee of Under- 
writers or any other medium. The Committee has 
not power to act, but only to send back 
recommendations to the Canadian Underwriters' 
Association and the Independent Conference. 


5, Your Sub-Committee does not think the name 
"Collaboration Committee' well chosen. In that 
the functions of the Committee all fall either into 
the category of legislation or into public relations, 
it is recommended that the Automobile Committee 
of the ''All Canada" take over the duties 
previously handled by the Automobile Collaboration 
Committee.' 


The Council agreed that conditions that led to its formation had 
so changed that the Committee would not be re-appointed 
following the Annual Meeting called later that month, and no 
such Committee now exists. 


* Subject to item 'Statistics' shown under heading above 
'Subjects Considered by the Committee',"' 


It will be noted from the list of subjects given above that 
the item ''Statistics'' embraced the Statistical Exhibit and the 
factors related to the loss-cost ratio which has been the basis of the 
determination of premium rates. 


At an Eastern Conference meeting of June 15-18, 1953 
the question of further collaboration with the C.U.A. was considered 
in the light of the proposal that the All Canada Insurance Federation 
should take over the functions previously handled by the 
Collaboration Committee. The minutes of the meeting include the 
following: 


"Whether we should collaborate with the C.U.A. or not was 
something the members felt might be deferred until the 
enlarged [Conference] Rating Committee can study the 
problem of consultation with the C.U.A,. in matters of rate." 


The return of information made by the President of the 
Eastern Conference states: 


wiO4ce 


"| | The acceptance of any recommendation of this 
Committee by the Conference was dictated by considerations 
based on independent business judgment free from any 
compulsion or any prior agreement as to a common course 


of action." 


The manner in which discussions were carried on between 
Board and Conference companies and the nature of the collaboration 
are indicated in the minutes of meetings to which reference is now 


made. 


The Minutes of a meeting of the Collaboration Committee, 
held on December 4, 1952, at Toronto, set out the following: 


‘Item 87. Statistics: 


(b) Expense Ratio Factor: Copies of the report 

of the Dominion Board Automobile Committee .. 

dated May 9, 1952, were distributed to the Committee. 

Mr. Ham advised that the Dominion Board had adopted 

the 63%, 37% split in lieu of 53%, 47%, ...and...a 
reduction in Agents' commission of 5% had been agreed 

upon. After a live ly discussion the Independent Automobile 
& Casualty Insurance Conference Members of this Committee 
advised that they would take this problem and the action 
decided upon by the Dominion Board, back to their parent 
body to seek its approval. Mr. Ham expressed a desire that 
some discussion on the modification of Agents' commission 
by 5% be had. Mr. Parkin stated that if the discussion on 
commission was in order then rates also must be discussed. 
Rates were discussed ina general way and after the approval 
of the Chairman of the Automobile Branch of the Dominion 
Board was obtained, the Independent Automobile & Casualty 
Insurance Conference Members were given the basis of the 
proposed C,U.A,. rate amendments." 


At the next Conference meeting on December 8, 1952, a 
Conference representative on the Committee outlined the general 
C.U.A. program which was to become effective April bral 953" The 
Minutes indicate that the Rating Committee distributed the table 
showing examples of the probable effect of the new C.U.A. rating 
program on the 1952 C.U.A. rates, together with Conference rates. 
One of the items discussed was the introduction of a no-claims 
bonus of 20 per cent on third-party liability rates, a plan which 
the C.U.A. had said it intended to introduce. As members of the 
Conference believed that the rates suggested by the C.U.A. would 
be inadequate - 


ams x 


'', . . It was moved and seconded that 'we approach the 


C.U.A., approving the principle of a No Claims Bonus 
plan, and that an effort be made to confer with the C.U.A, 
to increase the rates applicable to the Select A l class', 
Carried, with 2 dissenting votes." 


These discussions with the representatives of the C.U.A. 
were referred to in the Minutes of the following meeting of the 
Conference held on January 15, 1953, from which the following 
excerpts are taken: 


''The report of the committee of Messrs. Hall, Spry, 
Humphrey, MacDonald and Wittick, who met with the 
C.U.A., was discussed. Mr. Hall, spokesman, pointed 
out that our group had voiced dissatisfaction over the 
proposed rates, due to their inadequacy. The C.U.A. 
were advised that the I1.A.C.1.C. would maintain present 
differentials in rate, and that, with one exception, maximum 
rates of commission on private passenger car rates would 
be 173%. Our committee reported that the excess limit 
table was to be increased, and that the C.U.A. were again 
meeting to discuss the possibility of producing more 
adequate rates. 


- . - It was moved that the Rating Committee study the 
proposed rules with respect to the application of a No 
Claims Bonus plan, and be empowered to deal further with 
this item in negotiations with the C.U.A. Seconded and 
carried," 


The further discussions with the C.U.A. were reported 
in the Minutes of the next Conference meeting held on January 27, 
1953, from which the following excerpt is taken: 


". . . Mr. Humphrey stated he had contacted Mr. Kenny 

of the C.U.A., who admitted their own rating committee 
were opposed 7 to 3 to the C.U.A. programme as applied 

to Third Party Liability rates in private passenger rating 
classifications 1 and 2. Mr. Humphrey passed along our 
resolution on January 15, 1953, meeting with respect to 
commissions , and suggested that if the indicated adjustments 
were not made by the C.U.A., our resolution and agreement 
might not hold. Ata later C.U.A. meeting, it transpired 
that no increase in rate was to be made, and we were informed 
the reason for no change was the inadvisability due to current 
problems with respect to the Alberta automobile situation. [1] 


[1] [About this time there was some agitation in Alberta for 
compulsory government insurance and proposals had been 
advanced for a governmental inquiry into the automobile 
insurance business. | 
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The meeting empowered the rating committee to work 
out the details [of private passenger car classifications] in 
collaboration with the C.U.A." 


The Minutes of the Conference meeting of February 2, 
1953, contained the following: 


"The Rating Committee were authorized to inform the 
C.U.A. of our rating programme." 


The Council of the Dominion Board at a meeting held 
May 7, 1953, decided that the Collaboration Committee would not 
be re-appointed following the Annual Meeting called later that month. 


Apart from the activities of the Collaboration Committee 
there was collaboration between the C.U.A. and the Eastern 
Conference, which was carried on through the medium of joint 
committees or informally by discussions between the 
representatives of the two organizations. The following extracts 
from Minutes of meetings indicate the nature of this collaboration: 


"Territorial changes were outlined in detail ~ the meeting 
accepted the proposed changes in principle and recommended 
that the Committee proceed to finalize the changes with the 
C.U.A. Territorial Committee." 


(Conference Minutes of March 16, 
1950) 


"(B) The C.U.A, sub-committee are also recommending 

a surcharge to all cases where the named insured is 2] 
years of age or under. The surcharge of 20% is to apply 

on either the Pleasure or Business rate, whichever applies, 
and they recommend that a separate statistical classification 
be set up for the gathering of experience data. The 
Suggestion met with the approval of the meeting." 


(Conference Minutes of September 6, 
1950) 


"Rate sheets were distributed to members, these have been 
finalized by the C.U.A. pending approval of the 
Are OREN Bey Chau 


It was recommended that the differential to the C EU SAS 


eI 


rates be confined to not more than $2.00 on rates of 
$75.00 or under and not more than $4.00 on rates over 
$100.00. Mr. MacDonald, Chairman of the Rating 
Committee suggested that a new schedule of commercial 
rates be prepared. This was done and later given to each 
member attending. 


Collision, Fire and Theft rates, as in the past were 
prepared atfullsGi. UA; Rates," 


(Conference Minutes of November 
Zi A950) 


"Mr. MacDonald, chairman of the rating committee, 
distributed data on preliminary proposals for rating 
Comprehensive coverage. He remarked on the very 
fine co-operation his committee enjoyed with the 
eA et 


(Conference Minutes of September 
LS WhOSh) 


"Mr. Wittick briefly outlined developments in the 
preparation of rates for 1952. The full co-operation we 
have received from the C.U.A. body has been excellent. 


Classification on private passenger cars and trucks will be 
amended to show 1946 and earlier, and 1947 and later. 

Some of the members felt that such a move was rather 
drastic and, in consequence, it was moved and seconded that 
'1946 cars be left in their present classification, and that the 
C.U.A. be so advised’. Passed. It was decided that [if! 
the C.U.A. do not accept this recommendation, we go along 
with their programme. (NOTE: It is now learned that 

1946 models will be classed the same as 1942 and earlier). 


(Conference Minutes of October 16, 
1951) 


At the end of these Minutes under the heading ''Corrections", the 
following appears: 


Item 6 - Strike out notation - The C.U.A. accepted our 
recommendation and the 1946 models remain 


unchanged." 


The Minutes of the meeting of October 16, 1951 continue: 
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'The recommendations for changes in qualification for 
Pleasure rating was not accepted by the C.U.A.... 


Mr. Wittick telephoned the C.U.A. representative who 
advised that their rating committee would welcome any 
specific recommendations. (NOTE: The C.U.A. did 
not accept the Conference recommendations) 


It was moved and seconded 'that the rates propounded by 
the rating committee, as amended, be accepted by the 
Conference and be recommended to the C.U.A. as 
acceptable, and that further we maintain the same 
differential'. The members accepted the motion, with 
the Gore District not voting. They have since advised 
that for the present year they will be going along with this 
programme. 


It was moved that 'if the recommendation of the rating 
committee was not acceptable to the C.U.A., the 
Conference members will accept the original rates, or 
any portion of increase arrived at'. Passed. 


If the counter proposals of the rating committee in Third 
Party adjustment are not accepted by the C.U.A., the 
rating committee are to recommend an increase by 5% in 
the Collision rates as distributed 


e.g. $50 ded. Collision 
Class A l Class A Class B 
Territory A No Change +15% +8% 


(NOTE: This, likewise, was not accepted by the C.U.A.) 


Due to the broadened policy, the members felt it unwise to 
lower the Fire and Theft rates. It was moved that 'we 
encourage the C.U.A,. to leave the Fire and Theft rates 
unchanged, but failing so to do, that we accept the 


reduction', Passed. (NOTE: The:'G.U7A?) ere reducing 
Fire and Theft rates)" 


In so far as commercial auto rates were concerned the 
Conference made some changes similar to the C.U.A., while in 
others the proposed changes by the Conference were rejected or 
not followed by the C.U.A. The Minutes of the Conference 
meeting of October 16, 1951, included the following, which 
illustrates the policy of consciously setting rates at a differential 
from the C.U.A. rates: 
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"On a motion, moved and seconded, 'the members accept the 
commercial programme as outlined, and we maintain the 
present differentials'. Passed." 


The maintenance of differentials from C.U.A. commercial rates 
was re-affirmed in the meeting of the Conference held December 8, 
Ibe 


"Tt was moved and seconded that 'the Conference maintain 
the present dollar differential to C.U.A. commercial rates.' 
Garried;!! 


At the time the 1953 rating program was under 
discussion there was again close collaboration between the C.U.A. 
and the Conference (also quoted on p. 95). 


"The report of the committee of Messrs. Hall, Spry, 
Humphrey, MacDonald and Wittick, who met with the 
C.U.A.,was discussed. Mr. Hall, Spokesman, pointed 
out that our group had voiced dissatisfaction over the 
proposed rates, due to their inadequacy. The C.U.A. 
were advised that the 1.A.C.I.C. would maintain present 
differentials in rate, at 

(Conference Minutes of January 

Ly: 95.3) 


At its meeting of February 2, 1953, the Conference 
approved the 1953 rating program, continuing to a considerable 
de gree the policy of maintaining differentials from the C.U.A. 
rates. 


". . . The collision, fire and theft rates, private 
passenger cars, are full Board except the first class, 
1A, and farmers collision for Territory E. 


The Rating Committee were authorized to inform the C.U.A, 
of our rating programme." 


(Conference Minutes of February 
CD) 


The testimony of Mr. C.A. Baines, Assistant Manager 
for Canada of the Zurich Insurance Company, and President of the 
I1.A,C.1I.C., who was a witness before the Commission, may also be 
mentioned. Mr. Baines gave evidence that there had been 
conversations between members representing the Eastern 
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Conference and members connected with the C.U.A., that these 
conversations usually occurred every year approximately around 
the time the statistical report came out. He said that the matter 
of rates is included in the conversations with the C.U.A. but in 
recent years the matter of agents' commissions has not been 
discussed. The circumstances surrounding these annual 
conversations are indicated in the following portions of Mr. Baines! 


evidence: 
NB MRE «SGOT TL: 

Q. What happens after one of these annual conversations 
in your Conference? 

A. In our Conference? 

OF Yes? 

Toe The procedure is those who are engaged in those 
conversations report back to the executive of the 
Conference who in turn report their findings as 
far as recommendations of rates are concerned 
to the Conference at large. 

Q. In the information which your representatives report 
back, as you have just described, would that be the 
rates that are going to be charged by the C.U.A.? 

Joa Not necessarily. 


Q. Are they sometimes? 


Pig Sometimes that knowledge is available, sometimes 
it is not. 


Oo. I suggest to you that it is usually available? 


as I think it usually is. 


Q. One of the purposes of the Conference, or at least of 
the conversations, I suggest, is to get that 
information? 

Ay Yes, 

ee - - - Do you know from hearing these reports from 


your people, or from your organization or any other 
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source; do you know whether or not the scale of 
rates is urged on your members by the C.U.A. in 
those conversations? 


Pix I would not say urged on us, no. 
Q. Are they recommended to you by the C.U.A.? 


A, No. 


G3 Well, you have said what you would not do. 
What would you do? 


ya I would say that, generally speaking, there is some 
difference of opinion as to what they should be. 


(ae You mean even among members of the C.U.A.? 


A, No, as between the two bodies. Generally speaking, 
it has been during the past few years that our 
recommendations have been that the rates be a 
little higher maybe. 


(Hearing, pp. 349-51) 


The relationship between the premium rates of 
Conference companies and those of the C.U.A. is described in the 
following part of Mr. Baines' evidence in which reference is also 
made to the question of agents' commissions: 


BYIMRs QUINLAN: 


ee Mr. Baines, in your discussion of matter of rates 
with the C.U.A., regardless of whether or not you 
undertake to observe specific rates, am 1 correct 
in stating it is pretty well the understanding that 
there will be a follow the leader policy? 


a, That has been the history over the past few years, 


yes. 
418 Just what do you mean by the past few years? 
At I think it is true to say that if we go back a considerable 


number of years there may be greater deviation than 
existed over the past few years. 
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You have on occasion advised the C.U.A. that you 
will maintain a particular differential? 


We may have indicated that that is our recommendation. 


It has been the recommendation of meetings of your 
members to so advise the C.U.A., is that not correct? 


Yes. 

As far as rating material is concerned, you obtain 
information from the C.U.A., do you? Do they make 
rating material available to you? 

By rating material do you mean the final rates? 

What they propose to charge? 


In general terms, yes. 


There has been no question of your obtaining that 
illegally, has there? 


No, I do not think so. 


In respect of commissions you said that that is a matter 
entirely for each company? 


Yes. 
You have in the past agreed on commissions? 


There was agreement at one time by a majority of 
the members that they would charge a certain level. 


There were one or two dissenters”? 


That was at the time when the rating formula was 
changed. 


That was in 1953? 

L955. 

Are commissions still discussed at all? 
No, they have not been discussed. 


There has been no discussion since 1953? 
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A. No. 


de There has been no change in the rating formula 
since 1953? 


A. Ne, 
(Hearing, pp. 355-56) 


The Eastern Conference brief submitted to the 
Commission refers to collaboration with the C.U.A. since the dis- 
banding of the Collaboration Committee as follows: 


"COLLABORATION: WILH,C.U.A. 


(1) (a) The Collaboration Committee of the Conference 
having been disbanded on May 7, 1953, the only 
contacts made since were by a member of the 
Conference Research Committee, who at the time of the 
release of the Government Statistics (Green Book) 
would discuss with a member of the C.U.A. Rating 
Committee the Conference's interpretation of the 
statistics and general view on the situation. 


(b) Some agreement would generally be reached as 
to territorial divisions, car groupings and other basic 
classifications, 


(c) Other matters discussed would be dictated by the 
nature of the problems facing the industry at the time. 


(d) The Conference representative had no power to 
commit the Conference Companies but merely reported 
back to the Research Committee which in turn made 
recommendations to the members, which recommenda- 
tions were not binding on the members." 


In another part of its brief the Eastern Conference 
indicated that in 1957 the Conference companies took the initiative 
in increasing premium rates: 


"For the past few years it has been the opinion of the 
Conference Research Committee that the C.U.A. rates have 
been set at an inadequate level. This became So apparent in 
1957 that midway through that year, the Conference companies 
increased their rates above the C.U.A. About one month 
after the publishing of the new Conference rates the C.U.A. 
made an upward revision." 
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Another reference to continued collaboration between 
the C.U.A. and the Eastern Conference is found in the ''Annual 
Report of Research Committee'', part of the Minuies of the Annual 
Meeting of the Eastern Conference, June 16-19, 1958: 


"This year, for the first time in many years, we were 
able to include a trend factor along with the indicated rate 
changes. The trend factor amounted to 5 per cent and it is 
doubtful at this time if this percentage was high enough. 
However, it was a step in the right direction andalso, for the 
first time in many years, we were able to work with the 
Canadian Underwriters' Association in arriving ata 
programme which looked at the Green Book figures in a much 
more realistic way than in past years." 


(Exhibit H-9) 
2. Collaboration in the Prairie Provinces 


Considerable collaboration occurred between the 
W.C.1.U.A. and the Western Conference. On the part of the 
W.C.1.U.A. collaboration was carried on principally through a sub- 
committee of the Automobile Branch Rating Committee described as 
"Collaboration with Independent Conference", This sub-committee 
was appointed in each of the years 1950 to 1952 inclusive. It does 
not appear that any formal committee or sub-committee was 
established by the Western Conference for purposes of 
collaboration with the W.C.I.U.A.,although on three occasions 
representatives of the Conference held a joint meeting with 
representatives of the Association. 


The return of information submitted by the Manager of 
the W.C.1.U.A. contains a statement of the reasons for the meet- 
ings between the Western Conference and the W.C.1.U.A. The 
following extracts are pertinent: 


"All Insurers are required by the Provinces to file 
statistical information with the Statistical Agency. This 
requires agreement between all insurers on classification, 
territories, and like matters. 


As explained elsewhere the Statistical Exhibit is first studied 
by a Committee of the Dominion Board which reports and 
makes recommendations each year as to the Rating 
Programme for the ensuing year. 


- 105 - 


The program besides dealing with adjustment in rates 
invariably includes recommendations for changes in 
statistical territories and for changes in classification 
and other matters, and insurers have to file on a common 
basis and therefore have to be informed on these points. 


The question of advising each other as to the programme for 
the ensuing year - The programme is only disclosed after it 
has been decided upon and in the process of being prepared 
for general publication. The programme of necessity 
becomes public knowledge as soon as it becomes effective 
through issue of rating manuals to agents. 


The return submitted by the Secretary-Treasurer of the 
Western Conference stated that informal discussions had taken 
place between members of the Conference and members of the 
Association for informative purposes only. 


The nature of the collaboration between the W.C.1.U.A. 
and the Western Conference is illustrated by references in the 
Minutes of joint meetings and of the respective organizations, from 
which the following extracts are taken: 


"The Chairman explained that this meeting had been called 
for the purpose of exchanging views on matters of mutual 
interest with the object of obtaining as between all 

insurers as large a degree of uniformity as possible on rating 
and other Automobile Insurance matters. He further stated 
that in view of conditions that presently exist in the 
Automobile Insurance Field, it was his opinion that the 
industry as a whole should maintain as uniform a policy as 
possible because independent action by either a Company, a 
group or a Conference of Companies could have very un- 
favorable affects in creating confusion in the insurance 
buyer's minds [sic]. Such confusion if it became widespread 
enough could quite easily be a serious factor in encouraging 
Governments to introduce State Automobile Insurance 


schemes, 


No Claims Bonus. 


Representatives of the Indpeendent Companies were advised 
that the Association Companies had tentatively decided upon 
a rate adjustment program for 1951 but such rate 
Adjustment Program in respect to private passenger 
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automobiles did not take into consideration any provision for 
granting refunds for safe driving by the adoption of a No Claims 
Bonus plan. The Chairman advised that the Association 
Companies generally did not favor the re-introducing of the No 
Claims Bonus scheme and expressed the hope that the 
Independent Companies as a Conference would therefore not 
adopt sucha plan. If, however, the Independent Conference 
did introduce a No Claims Bonus plan then the Association 
Companies would have to reconsider the Program that had 
been decided upon. The representatives of the Independent 
Companies advised that they were unable to express any 
definite view as to what action their Companies would take on 
the matter and that the decision would be made at the meeting 
of their Conference to be held in Edmonton November 27. 
They agreed however, to place the views of the Association 
Companies before the Conference meeting at that time. 


Rating Program 1951 


The representatives of the Independent Conference were then 
furnished with a summarization of the 1951 Rating Program 
as proposed by the Association Companies. It was pointed 
out that it was the intention of Tariff Companies to include 
the Town of Flin Flon in with the city of Brandon effective 
January | and similar action by the Independent Companies 
was strongly urged. Attention was also drawn to the special 
rating that was to be set up for vehicles engaged in oil 


drilling, exploration and seismograph operations, the support 
of which was also asked. 


The Chairman thanked the representatives of the Independent 
Conference for their attendance and expressed the hope that 
this meeting would be the forerunner of closer relationships 
between the two organizations in order that the interests of 
the public might be best served.'! 


(Minutes of meeting of Association 
and Conference representatives, 
November 16, 1950) 


"No Claims Bonus 


The Secretary reported that official advice had been received 
that the Independent Conference had decided against adopting 
the No Claims Bonus plan as part of their 1951 rating program 
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but that as a result the Conference had lost as Members the 
Wawanesa Mutual Insurance Co. and the Western Union 
Insurance Co,'! 


(Minutes of meeting of W.C.I1.U.A, 
Executive Committee and 
Automobile Branch Rating 
Committee, December 4, 1950) 


“COLLABORATION WITH INDEPENDENT CONFERENCE 


The matter of collaboration with the Independent Conference 
on the 1952 Rating was considered. It was decided that a 
meeting be arranged to discuss respective programs and that 
Messrs. Ross, Boyd, Hurst and Budden represent the 
Association," 


(Minutes of meeting of W.C.1.U.A. 
Executive Committee and Automobile 
Branch Rating Committee, October 31, 
9 Sy) 


"Mr. Plante advised the meeting that the Conference had 
now been approached by the Non-Conference organization 
(W.C.1.U.A.) with a view to an exchange of information on 
ratings proposed by the two bodies. Moved and seconded 
that the Rating Committee be given power to make any 
alterations to the rates proposed if it was felt necessary after 
this meeting. CARRIED. 


The Rating Committee was directed to contact the Non- 
Conference representatives and were authorized to make what 
changes they felt necessary as a result of such a discussion," 


(Minutes of meeting of Western 
Conference, November 5-7, 1951) 


"Rating Programmes L952 


An exchange of material in respect to the 1952 rating 
programmes took place and representatives of each body 
were instructed to collaborate further on any other matters 
they deemed necessary." 


(Minutes of meeting of Association 
and Conference representatives, 
November 12, 1951) 
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"Collaboration with Independent Conference 


It was decided that following the practise of other years a 
meet ing be held with representatives of the Independent 
Conference for the purpose of exchanging such information 
as may be deemed advisable with regard to the 1953 Rating 
Program. The Chairman, Manager and Secretary and one 
Committee Member to be appointed, to represent the 
Association." 


(Minutes of meeting of W.C.I.U.A. 
Automobile Branch Rating Committee, 
January: 3:0)4953e) 


"In accordance with the decision of the Automobile Rating 
Committee, representatives of the Association met with 
representatives of the Independent Conference and exchanged 
views and information on the 1953 Automobile Rating Programme, 


The spokesman for the Independent Conference advised that 
actually their organization had not yet held its rating meeting 
and consequently they could not advise us as to their final 
decisions. 


INCREASED LIMITS 


The matter of increasing the charges for excess limits was 
discussed and the Independent representatives agreed to 
recommend an increase similar to that being adopted by the 
Association, 


PREFERRED RISK RATING PLAN 


The Preferred Risk Rating Plan was discussed at considerable 
length. Again the Independent representatives did not know 
what would finally be adopted, but they felt that undoubtedly 
Some plan of this type would likely be approved in order to 


meet competition. 


REVISED RATING GROUPS - PHYSICAL DAMAGE 


The same remarks as applying to the Preferred Risk Rating 
Plan also pertain to this subject. 
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RATE ADJUSTMENTS 


The rate adjustments to be adopted by the Association and the 
experience as indicated by the Statistical Exhibit were fully 
discussed. The representatives of the Independent 
Conference submitted the attached schedule of rate changes 
which they proposed recommending to the meeting of their 
Conference to be held shortly. While there would undoubtedly 
be some changes from this schedule they felt that it would be 
adopted substantially as is." 


(Minutes of meeting of Association 
and Conference representatives, 
February 10, 1953) 


"REPORT OF MANUAL & 
RATING COMMITTEE 


It was MOVED and SECONDED that the classification for Third 
Party Liability ratings for that group of risks where the 
principal operator or owner is under twenty-five years of 

age, be written at full C.U.A,. rate. CARRIED 


It was MOVED and SECONDED that the Conference adopt the 
Non-Conference Commercial rates. CARRIED 


It was MOVED and SECONDED that the Garage rates would be 
the same as the Non-Conference revised Garage rates. 
CARRIED 


The question of what the revised commission scale should be 
was then discussed, 


It was pointed out that the C.U.A. had adopted a loss cost 
factor of sixty-three percent on both Private Passenger and 
Commercial business. 


The rating Committee was left with only two courses. One 
was to recommend that the rates be higher than the Non- 
Conference rates and the commission schedule remain un- 


changed. 
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The second course was that the commission be reduced and 
the rates be competitive with those of the Non-Conference 


companies. 


On the question of the breakdown of the premium dollar, it is 
noted that the loss factor is now sixty-three percent. 

Premium taxes, license fees, statistical service fees, and 
Assigned Risk charges amount to three percent and unallocated 
claims expense amounts to six percent. Thus we havea 
balance of twenty-eight percent, which is providing fifteen 
percent for acquisition cost, thirteen percent for other overhead 
and profit. 


There is, therefore, little margin to allow any extra 
commission, 


It was MOVED and SECONDED that a secret ballot be held, 
polling the members on whether or not they wish to adopt the 
non-Conference rate of commission. Majority decision to 


rule the Conference. 
CARRIED 


The ballot was taken and the Conference was in favor of 
adopting the Non-Conference rate of commission," 


(Minutes of meeting of Western 
Conference, February 23-25, 1953) 


3. Collaboration in British Columbia 


The return of information submitted by the Vice- 
Chairman of the British Columbia Conference described the 


collaboration between his own organization and the B.C.U.A. as 
follows: 


"Our Public Relations, Legislation and Liaison Committee 


will as required discuss common industry problems with 
ther. GasUn A. 


These discussions have covered matters such as the following: 


(a) Motor Vehicle Department search of Financial 
Responsibility Certificates; 

(b) the signature on Preferred Class Rating Statements; 

(c) Public Relations; 
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(d) operation of the Assigned Risk Plan; and 

(e) changes in the historical classification groups 
such as vehicle use and territory including their 
definitions. For example, the recent change from 
three groups to five for Private Passenger Vehicles. 
These discussions are designed to achieve consistency 
in reporting statistics to the Statistical Agency and do 
not cover actual rates to be charged. There is no 
agreement on any rates." 


In his return of information the Manager of B.C.U.A. 
stated that: 


". . . when special circumstances warrant we have on 
occasion in public interest or at the request of the 
Superintendent of Insurance, conferred with the Independent 
Automobile Insurance Conference (British Columbia) on 
matters of principles, but not on matters of rating or rate 
levels." 


The British Columbia Conference's Public Relations, 
Legislation and Liaison Committee seems to have been the principal 
committee concerned with relations with Board companies. In the 
case of the B.C.U.A. this subject does not appear to have been 
assigned to any specific committee. The information obtained by 
the Director does not indicate any formal meetings between the two 
organizations as in other areas, but discussions between 
representatives appear to have taken place informally. Some 
matters pertaining to the industry as a whole, rather than to the 
province only, such as the question of whether application forms 
should be signed by the insured personally, have been referred to 
the Automobile Collaboration Committee mentioned earlier rather 
than dealt with at the provincial level. 


The following excerpts from Conference Minutes give 
some indication of the extent of collaboration between Conference 
and Board companies in British Columbia: 


"The question of changing our increased limits table was also 
one on which it was felt desirable to have the co-operation of 
all companies. Regularly moved and seconded that we 
continue to uSe our present table, but that we approach the 
Board and endeavour to have our present table increased by 
50% (one office dissenting). CARRIED," 


(Minutes of meeting of B.C. 
Conference, December 14, 1950) 
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"Automobile Experience Statistics - The Rating Committee 
reported that the Committee met on October 10th last and 
made a study of the Green Sheets Experience Statistics. 
He then pointed out the percentage increases and indicated 
rates on a Board level for the different private passenger 
classifications in the rating territories. Considerable 
discussion took place in this regard, some Company repre- 

sentatives feeling that rate increases should be put into 
effect right away but others felt we should wait and see 
what action the Board office takes. The suggestion was 
made that the Liaison Committee negotiate with the 
Board office with a view to securing their co-operation 
in this matter of rates. It was finally moved and seconded 
that the matter be referred to the Rating Committee for 
a report at a special meeting to be called as to what rates 
and surcharges should be made. After approval by the 
Conference of such rates, the question to be referred to 
the Liaison Committee who will approach the Board offi- 
cials with a view to securing action in regard thereto." 


(Minutes of meeting of B.C. Con- 
ference, October 11, 1951) 


In neither of these cases do the Minutes of subsequent 
meetingscontain any reference to the outcome of the proposed discus- 
sions with the, B.:G. U.sA.wofficials. 


The following references to collaboration appear in 1953: 


'"Your committee has co-operated with the B.C.U.A. 
in rating matters and cordial relations obtained throughout 
discussions. The work of the rating committee chairman 
Mr. E. G. Peake in this connection has been most valuable." 


(Report of Chairman of Public Re- 
lations, Legislative and Liaison 
Committee to Annual Meeting of 
B. G. Conference;) May 4,791953) 


"The Meeting opened with the Chairman of the Rating 
Committee outlining a discussion he held with the Board's 
Representative, and a general discussion of the situation 
regarding the 20% No Claim Reduction on Class 1 Colli- 
sion Rates followed. It was moved and seconded that the 
Independent Automobile Conference follow in principle the 
Board's Collision Reduction Plan. This motion was 
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passed, with Mr. H. Winters of the General of America 
and Mr. L. Stevens of the Federation opposed." 


(Minutes of meeting of B.C. 
Conference, May 25, 1953) 


The following references in the Minutes indicate that the 
B.C. Conference had secured information in regard to prospective 
changes in Board rates: 

'", . « The Chairman of the Rating Committee was then 
called on for his report. ... The Chairman pointed out 
that his committee were somewhat handicapped by the 
fact that while the Board had indicated they intended to 
make certain changes in base ratings, these did not now 
seem too certain and it appeared now that the majority 
of changes would be due to the application of the new 
formula rather than through the use of percentage increases 
or decreases. The Rating Chairman then went through 
each territory and from the latest information available, 
it would appear the Board do not contemplate any percent- 
age increase in P.L. and P.D. in any of the four terri- 
tories and collision is to be increased 10% in territory 
10 only. Fire and Theft remains unchanged in all terri- 
tories. ify...“ 


(Minutes of meeting of B.C. Con- 
ference, December 14, 1950) 


"Rates - The Chairman of the Rating Committee reported 
that no immediate adjustment of rates for 1953 would be 
made at this time. He stated that the Dominion Board of 
Insurance Underwriters had agreed in principle to a plan 
which would offer a 20% 'No Accident Discount! on 1953 
rates for Public Liability and Property Damage Insurance 
to drivers in the A-1 Classification. There also would 
possibly be a slight increase in Collision, Fire and Theft 
and Comprehensive premiums." 


(Minutes of meeting of B.C. Con- 
ference, December 11, 1952) 


The method of establishing rates by reference to the 
Board premium rates and as differentials from the Board rates is il- 
lustrated in the following excerpt from the Minutes of the meeting of 
December 14, 1950: 
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crease the charge for Passenger Hazard to $3.00, and 
suggested that we as a Conference give consideration to 
increasing our increased limits table. After a general 
discussion on the passenger rates, it was regularly moved 
and seconded that our differential in Territory 7 be not 

more than 5% on P.L. & P.D. and collision, in Territories 
8 and 9 not more than 73% and Territory 10 not more than 
73% and that the Rating Committee be empowered to reduce 
this to 5% if they deemed necessary. Fire and Theft cov- 
erages are not to be subject to any differential. CARRIED 
(Two offices dissenting on P.L. & P.D. minimum applicable 
to Al Class in Territory 7). 


4) The Rating Committee recommended that we in- 


It was not felt that any change should be made in Passenger 
Hazard unless all companies were in agreement. Regularly 
moved and seconded that the Passenger Hazard premium should 
be left unchanged unless the Board act onthis. (Three offices 
dissenting). GARRIED,™ 


(Minutes of Meeting of B.C. 
Conference, December 14, 1950) 


The Minutes of a meeting of the B.C. Conference on Octo- 
ber 11, 1951, contain the following report of a discussion of agents' 
commissions (also quoted on p. 90): 


"Commissions - A short discussion took place in regard to 
the commission question. The meeting was polled by a 
show of hands to see how many were in favour of adopting 
a standard commission rate but as unanimity could not be 
secured, no further action was taken.!"! 


(Minutes of meeting of B.C. Con- 
ference, October 11, 1951) 


Another reference to agents' commissions in British Colum- 
bia is found in the Minutes of a meeting of the Eastern Conference on 
December 4, 1951, as follows: 


"Mr. Wittick opened a general discussion on commissions. .« « 
Some of the various views and comments made were as fol- 
lows: that in B.C. Commissions were adjusted to 23% 
above the schedule paid by the C.U.A. companies. . ."' 


(Minutes of meeting of Eastern Con- 
ference, December 4, 1951) 


ie bene 


A report of a Sub-Committee appointed by the Automobile 
Executive Committee of the B.C.U.A. to consider the rating of taxis 
states: 


"Considerable discussion took place over the present 
market conditions for taxi business and it appeared that 
very few Member companies were writing this business. 
The Non-tariff competition, such as it was, too it was 
felt would be modified considerably in 1952 since these 
companies had agreed to follow a set differential of not 
more than 25% Commission on automobile business in 
excess of that paid by Board Companies, which would 
mean 93% on Taxis." 


(Meeting of Sub-Committee of the 
Automobile Executive Committee 
of the B.C.U.A., November 6, 
1951) 
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CHART ERevtl 


COMPARISON OF THE LEVELS OF PREMIUM RATES OF BOARD 
AND CONFERENCE COMPANIES 


The Director's Statement contains a factual comparison of 
the levels of premium rates of Board and Conference organizations in 
those territories in which both groups operate. In addition, the State- 
ment also contains an analysis of the rates of Conference companies 
which were not the same as the recommended rates. The compari- 
sons are based ona 1953 Ford Mainline Fordor Sedan with the follow- 
ing insurance coverages: Public Liability = $5,000-$10,000; Prop- 
erty Damage = $1,000; Collision = $100 deductible; Fire and Theft. 
It was found that there were no substantial differences between the 
various classes of insured as defined in the rate manuals of the 
Board organizations and in the rate manuals of the Conference com- 
panies whose rates were used for purpose of the comparisons. 


ls (Quebec 


In the Province of Quebec, the rating territories of the 
Conference and Board members are practically identical. There are 
three of them, entitled Territories’A; Bi and’C*ini the Cs UcA, 's 
classification, to which correspond Territories 1, 3 and 2 respective- 
ly in the Conference classification. 


The following table, found on page 245 of the Director's 
Statement, sets out a comparison of the 1953 C.U.A. rates and 1953 
rates followed by the majority of Conference members for a 1953 Ford 
"Mainline Fordor" in the Province of Quebec for the insurance cover- 
age described above. The rates for corresponding territories of 
Board and Conference members are set out opposite each other. 
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There are 45 separate rates included in the tabulation of 
C.U.A. and Conference rates made by the Director. Of the total of 
45 Conference rates: 


10 are 40 cents lower 


At 55 i" "W 
5 ' $1 lower 

7 (ly $2 it 

at $3 t 

5 Mt $4 it 


than the corresponding C.U.A. rates, while 6 are the same as C.U.A. 
rates. 


The following analysis of the information with respect to 
premium rates of Conference companies is given in the Director's 
Statement: 


"Of the 25 Conference members writing automobile 
insurance in the Province of Quebec, 20 charged the Confer- 
ence rates shown in the above Table for Public Liability and 
Property Damage coverage, 1 charged Board rates, while 4 
charged rates ranging approximately $6.00 lower than the Con- 
ference rates shown in the above Table, the rates of these 
four companies being identical; for the Collision coverage 12 
charged the rates shown in the above Table, 1 charged Board 
rates, 4 charged higher rates for 'Class 1' in each territory 
and Conference rates for the remaining classes, 7 charged 
lower rates for 'Class 1' in two territories and Conference 
rates otherwise, while 1 charged substantially lower rates, 
particularly for "Classes 23-3,. 4 and-5" * for. Fire and Theit 
coverage 23 companies charged the Conference rates shown 
in the above Table, some also including miscellaneous cover- 
age at this rate, 1 charged Board rates while 1 charges rates 
$2.00 to $2.25 lower than Conference rates. Some nine mem- 
bers had special rates for farmers in the various types of 
coverage. 


A comparison of the rates in the above Table shows 
that for Third Party liability coverage there is a consistency 
between Board and Conference rates; that is, for 'Class l', 
the differential is $1.00 for 'Class 2' - $2.00 and so on, 
the rates for 'Class 5' being the same. The only exception to 
this is for 'Class 2' - in Territory 2 where the differential 
is $1.00. For Collision coverage, the differential between the 
two ranges between $1.00 and $4.00, except for 'Class 5! 
where the rates are the same. For Fire and Theft coverage 
the differential is very minor, being 55 cents in Territory 1 


AA « 


and 40 cents in Territories 2 and 3." 


(Statement, p. 246) 


Le Ontario 


In Ontario the rating territories of the Board and Confer- 
ence members are substantially similar, but in this province there 
are six territories. In the C.U.A.'s classification they are entitled 
Berritories A, AA, B,C, De and.k, to, which correspond Terri- 
tories 1, 1A, 2, 5, 3, and 4 respectively in the Conference classi- 
fication. The C.U.A. rates and the rates charged by a large majority 
of the Conference members are given in a table on pp. 250-51 of the 
Director's Statement. 
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There are 90 separate rates included in this tabulation of 
C.U.A. and Conference rates. Of the total of 90 Conference rates 66 
are identical with corresponding C.U.A. rates, 22 are $1 lower, and 
2 are $2 lower. 


Of the 33 Conference members writing automobile insur- 
ance in Ontario, 27 used the Conference rates shown in the above table 
for third party liability, but with the following exceptions: 12 of these 
used Board rates in one or more territories; one member used rates 
higher than Conference rates in one territory; another member had 
rates lower than Conference rates on two classes in one territory. Six 
members used Board rates in each of the territories. Not all mem- 
bers wrote automobile insurance in every territory, some writing in 
only five of the six. Furthermore, one member had one additional 
territory, the rates being identical to Board rates for the Board terri- 
tory which included this additional territory. 


For the Collision coverage 16 of the members used Con- 
ference rates (which are the same as Board rates). Ten members, 
generally speaking, followed these rates but in some territories and 
for some classes used higher rates. One company used higher rates 
throughout the various territories. Six companies used lower rates 
throughout the various territories, the rates of these companies being 
identical in the majority of the territories. For Fire and Theft cover- 
age 22 of the member companies used Conference rates (which are 
the same as Board rates), in each of the territories. Five companies 
used higher rates but their rates as quoted included miscellaneous 
coverages as well as Fire and Theft. Five companies used rates low- 
er than the Board or Conference rates, but their rates were all identi- 
cale One company used the Conference rate in two territories, a high- 
er rate in three territories, and a4 lower rate in one territory. 


In addition to the rates referred to above, the majority of 
the companies had special rates for farmers in one or more terri- 
tories, these rates generally having been lower than the above rates 
for one or more types of coverage. 


Oe The Prairie Provinces 


The Director's Statement (pp. 260-61) presents tables 
comparing the 1953 rates of the W.C.I.U.A. and the Western Confer- 
ence basic rates throughout the Provinces of Manitoba, Saskatchewan 


and Alberta for all classes of insureds and for all constituent terri- 
tories of the provinces. 


The Western Conference does not issue a rate manual in 
its own name but the basic rates finally decided upon by the majority 
of the members are forwarded to one printer to keep the costs in line. 
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The definitions of the various classes of insureds given in the State- 
ment are taken from the rate manual of one of the member companies 
which followed Conference rates throughout the Prairie Provinces. 
These definitions were substantially the same as those used by the 
C.U.A. and W.C.1.U.A., although there were small differences of 
wording here and there. For instance, in the Conference member's 
Class 1 - Claim-free Select, one of the necessary requirements 
was: 


'(b) There is no operator of the automobile under 25 
years of age or any operator with less than 12 
months driving experience in North America." 


The corresponding section of the requirements for Class 1 
in the C.U.A.'s definition does not include this requirement. Simi- 
larly, the Conference member's definition of Class 1 includes the 
further requirement that: 


"(d) Neither the applicant, spouse, or any customary 
operator of the vehicle has, within the past three 
years, been involved in an accident as defined in 
paragraph (c) while operating any other private 
passenger automobile or motor cycle." 


The corresponding section of the C.U.A. definition makes 
no mention of ''spouse or any customary operator of the vehicle", nor 
does it refer to the operation of a motor cycle. 


Again, the Conference member's Class 4 included all 
private passenger automobiles owned by limited companies, corpora- 
tions, co-partnerships or unincorporated associations. The corres- 
ponding C.U.A. definition does not make any mention of unincorporat- 
ed associations. 


These differences of definition, however, are not of a sub- 
stantial nature. 


As in the case of Quebec and Ontario the rates shown in 
the Statement for the Prairie Provinces are for a 1953 Ford Mainline 


Fordor Sedan. 


The rating territories used by each of these organizations 
were substantially identical. 


The tables in the Director's Statement are as follows: 


MANTTOBA 


Territory A 


P.L. & P.D. 
Collision 
Fire & Theft 


Total 


Territory B 
P.L. & P.D. 


Collision 
Fire & Theft 


Total 


Territory C 
Pilea els 


Collision 
Fire & Theft 


Total 


SASKATCHEWAN 


Territory A 


P.L. & P.D. 
Collision 
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Total 


Territory B 


Pob. & PD. 
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Total 


ALBERTA 


Territory A 
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Collision 
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Territory B 
Pb. & Peb. 
Collision 
Fire & Theft 


Total 


Territory C 


Pekres Sc Pon 
Collision 
Fire & Theft 


Total 
Territory D 
Pe liedcs Pel 
Collision 


Fire & Theft 


Total 


W.C.I.U.A. 


Class 1 Class 2 


25.00 31.00 


————— eee 


17.00 21.00 
28.00 35.00 
4.50 4.50 


10.00 13.00 
21.00 26.00 
5.00 5.00 


Class 3 


Class 4 
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Class 5 


48.00 


$ 50.00 
56.00 


$ 50.00 
56.00 
6.00 


$112.00 


5.75 5.75 
$ 44.75 $ 53.75 
10.00 12.00 
24.00 30.00 
5.00 5.00 

$ 39.00 $ 47.00 
16.00 20.00 
33.00 41.00 
6.75 __ 6.75 
$55.75 $ 67.75 
21.00 26.00 
43.00 54.00 
1ON25)) elOe25 

$ 74.25 % 90.25 
11.00 14.00 
33.00 42.00 
Save) Sy 
$49.75 } 61.75 
10.00 12.00 
28.00 35.00 
Leib) Bw 


$ 43.75 $ 52.75 


31.00 
64,00 
6.75 


$101.75 


41.00 
84.00 
10.25 


$135.25 


19.00 
5500 
AIS: 


$ 79.75 
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75.00 
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#117.75 
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26.00 
75 600 
5675 
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63.00 
5275 
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$154.25 


26.00 
75.00 
ale 
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Territory 1 


P.L. & P.D. 
Collision 
Fire & Theft 


Total 


Territory 2 


Pb. & PD. 
Collision 
Fire & Theft 


Total 


Territory 3 


P.L. & P.D. 
Collision 
Fire & Theft 


Total 


Territory 4 


P.L. & P.D. 
Collision 
Fire & Theft 


Total 


Territory 5 


P.L. & P.De 
Collision 
Fire & Theft 


Total 


Territory 6 


P.L. & P.D. 
Collision 
Fire & Theft 


Total 


Territory 7 


Pals’ Gees 
Collision 
Fire & Theft 


Total 


Territory 8 


Polis Cubes 
Collision 
Fire & Theft 


Total 
Territory 9 
Peleieae sls 
Collision 
Fire & Theft 


Total 


WESTERN CANADA CONFERENCE 


Class 1 Class 2 Class 3 Class 4 


46.00 


54.00 


15.00 19.00 
27.00 34.00 
4.75 4.75 


eS 


10.00 13.00 
20.00 25.00 
4.75 4.75 


12.00 15.00 
27.00 33.00 
5.75 5.75 


$ 52.00 $ 64.00 


20.00 25.00 
42.00 52.00 
9.75 9.75 
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11.00 14.00 
30.00 38,00 
Baa FY b PS & 


$46.75 $ 57.75 


10.00 12,00 
26.00 32,00 
Sere) 5275 


$41.75 $ 49.75 


39.00 
81.00 


9.75 
$129.75 


22.00 
59-00 
er & 


$ 86.75 


19.00 
50.00 


5.75 
$ 74.75 


$110.00 


45.00 
94.00 
9.75 


$148.75 


26.00 
68.00 


Ie! 
$ 99.75 


22.00 
58.00 
5.75 


$ 85.75 


$112.00 


47.00 
94.00 
9.75 


$150.75 


26.00 
68.00 
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$ 99.75 


22.00 
58.00 
5.75 


$ 85.75 
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(a) Manitoba 


The Province of Manitoba is divided by both organizations 
into three territories labelled respectively Territories A, B and C in 
the W.C.1.U.A. classification and Territories 1, 2 and 3 in the 
Western Conference members! classification. 


The table of Conference rates for Manitoba is composed of 
45 separate rates, to each of which corresponds one of 45 W.C.I1.U.A. 
rates. Of these Conference rates: 


10 are 25 cents lower 


leis Sitower 
Qik $2 1" 

2 aN $3 UN 

1 ised $4! BY 


Orareicoucents higher 


while 7 are the same as the W.C.I1.U.A. rates. 
(b) Saskatchewan 


In the Province of Saskatchewan both organizations use two 
territories, labelled Territories A and Binthe W.C.I.U.A. classi- 
fication and Territories 4 and 5 in that of the Conference. 


(c) Alberta 


In the Province of Alberta the W.C.I.U.A. uses four terri- 
tories, labelled respectively Territories A, B, C and D, while the 
Western Conference, which treats the Prairie Provinces as a whole, 
has corresponding territories labelled Territories 6,07 pievand 9 ire4 
spectively. 


The table of Conference rates is composed of 60 separate 
rates (excluding totals) to each of which corresponds one of 60 
W.C.1I.U.A. rates. Of these Conference rates: 


are 50 cents lower 
tt 75 rT, it 


5 
5 
6 
fi 
5 Wt $3 " 
ee 
6 
Z 
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than the corresponding W.C.I.U.A. rates, while 22 were the same. 


The Director's Statement contains the following analysis 
of the relationship of Board and Conference premium rates in these 


three provinces: 


"From the above it will be noted that in Manitoba the 
rates for public liability and property damage were the same 
in one territory, generally the Conference rates were $1 
lower in another territory and $2 to $4 lower in the remain- 
ing territory; for collision coverage the Conference rates 
generally were $1 or $2 lower, being $3 lower in classes 
4 and 5 of territory 3; for fire and theft coverage, Confer- 
ence rates were 25 cents lower in two territories and 25 
cents higher in the remaining territory. In Saskatchewan the 
rates of both organizations for these various coverages were 
identical. In Alberta the rates for public liability and prop- 
erty damage coverage were the same in two territories, and 
Conference rates were generally $1 to $2 lower in the re- 
maining two territories; for collision coverage Conference 
rates were from $1 to $7 lower than Board rates; and for 
fire and theft coverage, Board and Conference rates were 
the same in two territories, Conference rates being 50 cents 
lower in one territory and 75 cents lower in the remaining 
tewxritory x , 


(Statement, p. 262) 


4. British Columbia 


The Director's Statement (p. 269) contains a table which, 
as in the case of the other provinces already referred to, provides a 
comparison of the 1953 premium rates charged by the B.C.U.A. and 
the B.C. Conference for all classes of insured and for all the terri- 
tories of the Province of British Columbia. As before, the rates are 
for a 1953 Ford Mainline Fordor Sedan, the information being drawn 
from the returns of information submitted by the Manager of the 
B.C.U.A. and the Vice-Chairman of the B.C. Conference respective - 
ly. The table follows: 
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Both organizations divided British Columbia into four terri- 
tories, known in the B.C.U.A. classification as Territories Asto TD 
inclusive, and in the B.C. Conference classification as Territories 
7 to 10 inclusive. With the exception of possible small variations, 
the territories used by the two organizations were identical, Terri- 
tories A to D (B.C.U.A.) corresponding to Territories 7 to 10 (B.C. 
Conference). 


The rates shown are for five classes of insured, the defini- 
tion of these classes in the B.C.U.A. automobile rate manual being 
the same as those in the C.U.A. manual. The B.C. Conference 
definitions have some minor variations, but are substantially similar 
to those’ of the BuGsU.A. Classes], 2iand 5 asvdefined bythe 
Conference definitions are exactly the same as the definitions used by 
the Western Conference for these classes, having therefore the dif- 
ferences from the C.U.A. definitions noted in the section of this 
chapter dealing with collaboration in the Prairie Provinces. While 
the B.C. Conference's definitions for Classes 4 and 5 differ in wording 
from those of the C.U.A. for these classes, it does not appear that 
there is any substantial difference between the classes of insured 
covered by the two sets of definitions. 


The table of premium rates shows a most remarkable de- 
gree of similarity between the rates charged by the B.C.U.A. and by 
the B.C. Conference. The table of Conference rates consists of 60 
separate rates, each of which corresponds to one of 60 rates charged 
by the B.C.U.A. Of the 60 Conference rates, 46 were identical with 
the corresponding B.C.U.A. rates, 8 were $1 lower, and 6 were $2 
lower. 


The Director's Statement contains some further analysis 
of the relationship between Board and Conference premium rates as 
follows: 


"A comparison of the above rates shows that for public 
liability and property damage the rates of both organizations 
were identical for 'Classes 1, 3 and 5', while Conference 
rates were $1 lower for 'Class 2' and $2 lower for 'Class 4!; 
for collision coverage the rates of both were identical for 
‘Classes 1, 2 and 3', while Conference rates in the two terri- 
tories were $1 lower for 'Class 4' and $1 higher for 'Class 5! 
and in the remaining two territories were $2 lower for 'Class 
4" and the rates of both were identical for 'Class Stator wire 


and theft coverage the rates of both were identical in each terri- 
tory. ' 


(Statement, p. 270) 


CHAPTER VII 


PREMIUM LEVELS OF INDEPENDENT COMPANIES 


A matter of considerable interest in this inquiry is the ex- 
tent to which the premium rates charged by Board companies influenced 
the rates charged by the Conference companies and the extent to which, 
in turn, the rates charged by either of these two organizations may 
have influenced the premium rates charged by the independent com- 
panies, that is, by companies which were either completely independ- 
ent of both of the aforementioned organizations, or had only partial 
membership in either or both of them. 


The two preceding chapters dealt with the collaboration be- 
tween the Board organizations and the Conférence organizations and 
with the resemblance between the Board and Conference rates for three 
coverages for a 1953 Ford Mainline Fordor Sedan in the year 1953 in 
all provinces from Quebec to British Columbia inclusive. The re- 
semblance in respect of the rates applicable to this particular car may 
be taken, in the absence of any evidence or argument to the contrary, 
to be representative of the general relationship between all rates 
charged in these provinces by the two sets or organizations. The pre- 
sent chapter will deal with the extent of the influence of the Board and 
Conference organizations and their rates on the premium rates charged 
by independent and partially independent companies. 


In the period 1950-52 there were some 34 companies having 
no connection with any of the Board associations or Conferences. In 
addition, there were 20 companies which were members of a Board or 
Conference organization in one or more territories and had no connec- 
tion with any of such organizations in other territories. However, 
some of these were either Board or Conference members in most ter- 
ritories. Companies which belonged to Conference organizations in 
one or more other territories are considered to be independent com- 
panies in so far as the Maritime Provinces and Newfoundland are con- 
cerned, because there was no Conference organization in the Atlantic 


Provinces. 


Of the 54 independent or partially independent companies 
referred to above, many were comparatively small so far as net auto- 
mobile premium income was concerned, and, even among what may be 
described as the large companies, some wrote only in one or two 
provinces. In the period 1950-52, 8 companies wrote approximately 
65 per cent of the business written by wholly independent companies in 
Canada. Of the partially independent companies, 7 which wrote auto- 
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mobile insurance in most parts of Canada belonged to only one Board 
rating association or Conference organization, but of these companies 
one had a relatively small net premium income compared to the re- 
maining six. The above-mentioned 14 independent and partially in- 
dependent companies accounted for approximately 21, 22, 24, 27 and 
29 per cent respectively of the total net automobile insurance premium 
income in Canada in the years 1950-54 respectively. 


The following table, compiled from details given in the 
Director's Statement (pp. 174-190), sets out the premium policies, 
first of the 8 independent, and then of the 6 partially independent com- 
panies: 
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Examination of the foregoing table makes it clear that the 
partially independent companies, as might have been expected, were 
strongly influenced by Board and Conference rates, particularly by 
the former. Of these six companies, two (Traders General Insurance 
Co. and the Canadian Indemnity Co.) charged Board rates and a third 
(Canadian Fire Insurance Co.) charged Board rates with minor excep- 
tions. The rates of Wawanesa Mutual were Board rates in New 
Brunswick and Nova Scotiae The London & Edinburgh rates in Quebec 
were set at flexible discounts not exceeding 10 per cent below Board 
levels. Conference rates were charged by Wawanesa Mutual in 
Ontario, and in Quebec on private passenger automobiles prior to 1952. 
Lumbermen!'s Casualty's rates, it is clear, were influenced by both 
Board and Conference rates in Ontario and Quebec, and elsewhere by 
Board rates, although other factors may have had a bearing. 


Of the completely independent companies, it appears that 
only two, Allstate and State Farm Mutual, were completely independ- 
ent in their rating systems and charged rates appreciably lower than 
Board or Conference rates. General Exchange Insurance used its 
own rating manuals and charged rates substantially below Board and 
Conference rates in Ontario, Quebec and parts of British Columbia; 
but in other areas, with the exception of Saskatchewan, the company 
set its own rates at Board and Conference levels. Nothing conclusive 
may be said about the rates charged by the Saskatchewan Government 
Insurance Office. Although the Director's Statement says at p. 181 
that: 


"The Saskatchewan Government Insurance Office does 
not belong to any Board or Conference organization and 
states that the rates which it charges are based entirely 
on the experience in Saskatchewan developed by itself."' 


we have no further guide as to the level of rates charged in relation to 
those of the Board and Conference organizations, it being stated at p. 
182 that: 


i! Golesi. a Tealistic comparison ‘of its rates: with 
those of private companies is difficult. ..'"' 


Lloyds! rates would appear to have varied around the levels set by the 
Board rates. The remaining companies! rates were either Board 
rates or were strongly influenced by Board and Conference rates. 


CHAPTER VIII 


RATING BUREAUS AND THE STATISTICAL EXHIBIT 


Ps The Statistical Exhibit 


The business of automobile insurance, in common with other 
classes of insurance, differs from the sale of merchandise in that the 
costs which occur are not known until after the conclusion of the 
period for which the insurance has been provided. The basis for 
establishing insurance premiums lies in the application of the princi- 
ple of statistical probability when dealing with large numbers in rela- 
tion to past experience. 


Conditions in the automobile field have been subject to such 
change that it has been considered desirable by insurers to have an an- 
nual review of the rating structure of automobile insurance. The 
rapid growth in the number of automobiles in use and the fluctuations 
in automobile insurance experience caused by, among other things, 
the increase in the number of accidents and the rising cost of auto- 
mobiles and their repairs are some of the principal factors cited as 
necessitating frequent re-examination of the rate of automobile insur- 
ance premiums. That portion of the premium dollar which is made 
up of agents' commissions, company administrative expenses, pre- 
mium taxes and licence fees can be calculated with some degree of ac- 
curacy in advance, but the cost of claims, litigation and other loss ex- 
pense must be derived largely from past experience: 


The Director's Statement contains the following summary 
of the setting of automobile insurance rates: 


"Automobile insurance rates in Canada ordinarily are 
established once each year for the ensuing twelve months 
period. For Board companies the rates are established 
through the Dominion Board and the three rating Associa- 
tions, G.U,A 4 W.C.1.U TA. and Bb ClVURA. ] toru@ontec- 
ence companies recommended rates are established through 
meetings of the member companies in each of the three Con- 
ferences; while individual insurers which are not members 
of either Board Associations or Conferences normally establish 
their own rates independently, although in some cases Board 
or Conference rates are followed. Prior to 1953 these rates 
were promulgated effective on January 1 of each year, but in 
that year the effective date was changed to April 1) largem 
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due to the additional research necessary in establishing a 
preferred risk rating plan. Also, in 1954 some rating 
changes were made during the course of the year, but for 
1955 and 1956 the rating programs ordinarily have been 
effective at the beginning of the year." 


(Statement, pp. 144-45) 


Following a recommendation of Mr. Justice Hodgins, who 
reported as a Royal Commissioner in an inquiry into automobile in- 
surance premium rates in Ontario in 1930, an amendment was made 
to the Ontario Insurance Act requiring all insurers to file their ex- 
perience on a uniform basis with an agency designated by the Ontario 
Superintendent of Insurance. Since 1931 the C.U.A. (formerly the 
Canadian Automobile Underwriters Association) has been the designat- 
ed agency for Ontario and for other provinces in which similar legisla- 
tion has been adopted. 


The statistical department of the C.U.A. issues a publica- 
tion called the Statistical Exhibit, commonly referred to as the ''Green 
Book''. It is prepared for all automobile insurers and is published an- 
nually, usually near the end of September. 


Under the statutory requirements indicated above the 
Statistical Exhibit is prepared by the C.U.A. under the direction of 
the Superintendents of Insurance of the Provinces of British Columbia, 
Alberta, Saskatchewan, Manitoba, Ontario, New Brunswick and Prince 
Edward Island. Companies licensed to write automobile insurance in 
the Provinces of Quebec, Nova Scotia and Newfoundland, as well as 
the Yukon and Northwest Territories, have agreed voluntarily to file 
their experience with the Statistical Agency. The Director's State- 
ment notes that statistical experience from Saskatchewan has not been 
included in the Statistical Exhibit since 1949 because of question as to 
the completeness of the returns, but statistical information is compil- 
ed for and made available to Board members. 


The following description of the material contained in the 
Statistical Exhibit is given in the Director's Statement: 


'The Exhibit as published sets out: 


(1) Private passenger automobile statistical classifica- 
tions and contains countrywide private passenger ex- 
perience and the experience for each province and 
each territory therein; 


(2) countrywide experience in respect ofiinjuries ‘to per=- 
sons and damage to property for each private passenger 


(12) 


(13) 
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statistical classification and the experience for each 
province and each territory therein; 


passenger hazard experience on a countrywide basis 
and for each province; 


commercial automobile trade classifications and 
countrywide experience for each classification and 
for each province and each territory therein if more 
than one; 


countrywide experience in respect of injuries to per- 
sons and damage to property for the principal com- 
mercial trade classifications and the experience for 
each province and each territory therein, if more 
than one; 


experience for oil drilling, exploration and seismo- 
graph vehicles in the Province of Alberta and of 
logging trucks in the Province of British Columbia; 


countrywide experience for taxicabs, jitneys and liver- 
ies and the experience for each province and for each 
territory therein if more than one; 


countrywide experience of taxicabs, jitneys and liver- 
ies showing a comparison of passenger hazard losses 
for injuries to persons to total losses; 


countrywide experience for public buses (other than 
school, hotel, golf and country club) and the experience 
for each Province and each territory therein if more 
than one; 


countrywide experience of public buses by radius of 
operation and the experience for each province; 


countrywide experience for school, hotel, summer 
camp, resort, golf and country club buses and the ex- 
perience for each province and for each territory 
therein if more than one; 


similar experience for funeral carriages and hearses 
and miscellaneous public automobiles; 


countrywide experience for garage keepers! legal lia- 
bility policy and experience for each province; 


839 = 


(14) similar experience for garages, automobile dealers 
and manufacturers policies and also experience re- 
lating to employers liability, to conversion, to single 
interest collision, fire and theft, to non-ownership 
contingent injuries to persons and damage to property; 
and 


(15) countrywide experience for drivers' policies covering 
combined injuries to persons and damage to property - 
excluding passenger hazard and the experience for each 
province." 


(Statement, pp. 147-49) 


oe Rating Bureaus in Canada 


The statistics of insurance experience in Canada compiled 
by the Statistical Agency of the C.U.A. provide the statistical materi- 
al for the determination of premium rates, but the rates themselves 
are established by rating bureaus or associations or by the individual 
insurance company when it sets its rates independently. The follow- 
ing description of the situation in Canada is taken from the Director's 
Statement: 


"In the automobile insurance field in Canada there are 
three rating bureaus or associations maintained by Board 
companies; viz.: C.U.A. which establishes rates for its 
members effective in the Provinces of Ontario, Quebec, New 
Brunswick, Nova Scotia, Prince Edward Island and New- 
foundland; W.C.I.U.A. which establishes rates effective in 
the Provinces of Manitoba, Saskatchewan and Alberta and the 
Northwest Territories; and B.C.U.A. which establishes 
rates effective in the Province of British Columbia and the 
Yukon Territory ... While each of above three rating 
territorial Associations has a considerable degree of local 
autonomy, there is an affiliation, formal or informal, among 
them and the other territorial Associations and the Dominion 
Board. The latter is what might be termed a parent organi- 
zation and has a general power of supervision over these 
various Associations. For example, basic premium rates 
and formulae applicable throughout the country (except 
Newfoundland) are determined by a committee of the Dominion 
Board and C.U.A.; the annual meeting of this group is attend- 
ed not only by representatives of C.U.A., W.C.I.U.A. and 
B.C.U.A. but also by representatives of the other territorial 
Associations (except Newfoundland) even though these latter 
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territorial Associations do not purport to exercise jurisdic- 
tion over automobile insurance; when the rates recommended 

by the committee have been approved by the Dominion Board 
they are then considered by the three rating territorial Associa- 
tions and may be approved as they are or may be varied by 

each to meet local conditions. . . 


A modified form of rating bureau is operated by each 
of the three Conference organizations which together exercise 
jurisdiction over the territory from and including the province 
of Quebec to the Pacific Coast. For the territory over which 
each of these organizations exercises jurisdiction, recommend- 
ed premium rates are promulgated for the members; i.e., 
the rates so promulgated are not binding upon the members 
who are free to deviate from them, although from time to time 
there is a substantial measure of agreement. The Conferences 
do not purport to promulgate commission rates, although as 
illustrated in the preceding Chapter there has from time to 
time been agreement among the members as to the maximum 
rates to be paid. Each Conference organization is complete- 
ly autonomous and there is no formal affiliation among them, 
although representatives of one or more of such organizations 
from time to time attend meetings of the other organizations." 


(Statement, pp. 125-26) 


3. Dominion Board and Board Rating 
Associations 


When the Statistical Exhibit is issued by the Statistical 
Agency, usually toward the end of September each year, it is first con- 
sidered by the Dominion Board-C.U.A. Automobile Rates and Rules 
Committee. Beginning in 1952, this function was assigned to a special 
committee whose responsibility was to consider the Statistical Exhibit 
and submit a recommended rating program, together with information 
respecting the effect of the program on the rate level in each rating 
territory to the Dominion Board-C.U.A. Committee. In preparation 
of its recommendations the special committee held meetings to consid- 
er submissions of members and the various territorial associations 
for changes in rating direction and methods of rating. The meeting of 
the Dominion Board-C.U.A. Committee to draw up recommendations 
for a draft rating program for the various territories was also attend- 
ed by representatives from each of the territorial associations other 
than the N.B.I.U. The Committee made recommendations relating 
to such matters as enlargement or shrinking of existing statiscal terri- 
tories, formulae for determining rates for public liability or property 
damage or fire or theft coverages when written individually, tables of 
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rates for increased limits on public liability or property damage cover- 
ages, methods of fleet rating, classification of automobile models for 
rating purposes, and classification of various rating groups. 


In so far as the rating program was concerned, the initial 
recommendation was generally a formula of relativity as between 
classes of insured and use for the particular class of vehicle. The 
procedure followed was first to determine the basic class of insured 
and use within which the majority of motor vehicles fell, and then to 
establish a formula, applicable to all territories, which would permit 
the calculation of rates for other classes of insured and use as per- 
centages of the rate applicable to the basic group. This procedure 
was followed with respect to public liability and property damage, 
collision coverage, fire and theft coverage, and, later, to the compre- 
hensive coverage. The whole procedure involved classifying private 
passenger cars and commercial vehicles into various rating groups for 
each territory. Commercial vehicles were classified into various rat- 
ing groups based on the make, size, type, and year of the vehicle; or 
on the year of the vehicle, the list price of the chassis and cab, and 
the cost of the body. 


Where a new coverage was introduced, such as the compre- 
hensive coverage in 1952, a specific premium was recommended in the 
first instance for inclusion in the premium table. 


There were other classifications, such as non-owned 
vehicles, public automobiles, and garage liability, and specific recom- 
mendations respecting rate changes for such classes were made at the 
same time as the general recommendations outlined above. 


As the rating of fleets was based on a formula, recommen- 
dations might be made by the Committee in respect to changes in the 
formula. 


The recommended rating program as finally drafted was 
then submitted to the Dominion Board Automobile Committee, which 
either adopted it as presented or adopted it with amendments, set the 
effective date when the rate changes were to come into effect, and in- 
structed the Manager to advise the territorial associations accordingly. 
Also, though not necessarily invariably, the Dominion Board Automo- 
bile Committee directed that its Chairman notify the Superintendents 
of Insurance and other interests as to the program. The Dominion 
Board Automobile Committee then directed that arrangements be made 
with the Managers of the various territorial associations to circularize 
their members, asking them to refrain, until further notice, from issu- 
ing renewals for the period starting with the effective date for the rate 
changes. Provision was made also for the necessary arrangements to 
be made to announce the rate changes to the public. 
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Until 1952 rates and matters pertaining to rating for New- 
foundland were dealt with by the Newfoundland Rates Committee of the 
C.U.A. When, however, substantial changes were made by the Domin- 
ion Board-C.U.A. Committee in the rating programs throughout Canada 
for the year 1953, the program was made applicable to the Province of 
Newfoundland. 


That part of the rating program applicable to its territory 
was then considered by each of the three rating associations, i.e., the 
C.UsA.; the W.C.1. UsA., and the BvC. USA As, previdushytindieat- 
ed, the draft program might be approved as recommended or varied 
for the particular territory. 


(a) Rating Procedure of the C.U.A. 


When the recommended rating program of the Dominion 
Board-C.U.A. Committee was referred to the Dominion Board Auto- 
mobile Committee for its consideration and adoption, it apparently was 
considered at the same time by the C.U.A. Automobile Branch Execu- 
tive Committee, the meetings of both committees being held on the 
same day or days and attended by the same persons. The rating pro- 
gram might be accepted by the C.U.A. Automobile Branch Executive 
Committee as submitted or might be amended. Although the Minutes 
and actions of the Automobile Branch Executive Committee were sub- 
sequently approved by the Branch Annual Meeting of the Council, in 
practice the actual completion of the rating program for the territory 
under the jurisdiction of the C.U.A. (excluding Newfoundland until 
1953) appeared to rest with the Committee itself. When the rating 
program was adopted it was conveyed to the provincial Superintendents 
of Insurance for Ontario and Quebec and to members and their agents 
by way of amendments to the existing rate manual or by complete re- 
issue of the manual. The rating manual contained rates for each rat- 
ing territory in each of Ontario, Quebec, New Brunswick, Nova Scotia, 
Prince Edward Island and Newfoundland. The manual contained sec- 
tions setting out rates on various coverages for private passenger, 
commercial, non-owned and public automobiles and garage liability, 
and these rates were the minimum rates which might be charged by 
member companies writing automobile insurance in the above provinces. 
In some instances, where the risks were unique, or where small class- 
es existed which did not lend themselves to broad general treatment, 
the manual contained a direction ''Apply to Company". 


(b) Rating Procedures of W.C.1.U.A. and B.C.U.A. 
eibeed cian ea ticihtebil alecteobtastthlble Radedacidess (bslainebiweie ree Wa (iat SS 


The same general procedure for the establishment of rates 
is followed by the W.C.I.U.A. and the B.C.U.A. anda representative 
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of each Association attends the meeting of the Dominion Board-C.U.A. 
Automobile Rates and Rules Committee when a draft rating program is 
developed. The rating manuals of the two Western Associations were 
substantially identical in form to the C.U.A.'s manual and both set 

out the minimum rates which members might charge to insureds for 
the coverages shown. The W.C.1I.U.A.'s manual, however, in that 
section applicable to the Northwest Territories said 'Apply to Com- 
pany!!y In.thescagetof both the B.C. UAl and the: Wi Cel. UsA.,: the 
Same rating matters appeared to be entirely within the jurisdiction of 
these bodies and the rating programs produced by the Dominion Board- 
C.U.A. Committee for their respective territories were purely 
recommendatory. However, it appeared that rating problems likely 
to affect other territorial associations were submitted to the Dominion 
Board-C.U.A. Committee for discussion and decision. In the case of 
the W.C.I1.U.A., questions of reduced rates were also required to be 
referred first to the Dominion Board-C.U.A. Committee. In the case 
of the W.C.I.U.A., changes in classification and in methods of rating 
were also submitted to the Dominion Board-C.U.A. Committee for 
discussion and decision. 


4. Rating Programs of the Conference 
Organizations 


Each of the three Conferences is an autonomous organiza- 
tion, there being no central co-ordinating parent organization corres- 
ponding to the Dominion Board. Although there is some liaison among 
the three Conferences, each operates quite independently of the others 
with regard to the establishment of premium rates for automobile in- 
surance. 


The following report of co-operative activity is given in 
Minutes of the Annual Meeting of the I1.A.C.1.C. in the section en- 
titled ''General Manager's Report for the Year Ending May 3lst, 1958": 


"CO-OPERATION WITH CONFERENCES IN OTHER 
TERRITORIES: 


The Conference has tried to be helpful by providing 
rating and other information to the Western Canada Independ- 
ent Automobile Insurance Conference, and the Independent 
Automobile Insurance Conference of British Columbia. 


The Conference assisted members transacting business 
in the Maritime Provinces in the preparation of the 1958 Rat- 
ing Programme, and in publishing information respecting the 
report of the Royal Commission in Nova Scotia on Automobile 


Insurance."! 
(Exhibit H-9) 
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Rating Procedure of the Eastern Conference (IVANGSIGCS) 


The Eastern Conference's Rating Committee (later called 


the Research Committee) studied the figures in the Statistical Exhibit, 
and after consideration of the Exhibit and all current competitive 
factors, made its recommendations on rates to the membership as a 
whole at a meeting usually held in the latter part of the year. With 
regard to the adherence of the member companies to these recommend- 
ed rates, the then President of the Eastern Conference stated in his 
return of information: 


"Automobile insurance premium rates and agents' commis- 
sions to be charged or paid by member companies are not 
established or controlled by the Conference. 


It may be stated, however that the Rating Committee each 

year presents to the Conference a rating programme for con- 
sideration and approval. Each member company then de- 

cides whether or not they will adopt the rates recommended. 
Naturally the Rating Committee tries to promulgate a programme 
that will be acceptable to as many of the members as possible 

in order to avoid chaotic conditions in the industry. 


The Conference does strive for voluntary uniformity in 
rates on a fair basis, but it is not a condition of member- 
ship that the member companies adhere to the views of the 
majority. It has been the history of the Conference that in- 
dividual member companies deviate from rate schedules ap- 
proved by the majority. 


Many member companies have deviations from the rating 
programmes varying all the way from surcharges in connec- 
tion with certain types of individual risks to special rates 

for farmers, while there is at least one member company 

that always has a completely different set of Third Party Liabil- 
ity rates to the balance of the members." 


With regard to the nature of the Eastern Conference's rating 


program, the submission of the I.A.C.I.C. to the Commission says 
ins part: 


"It will be remembered that the recommendations 
are not binding on Conference members. From time to 


time individual members have deviated from the recommend- 
ed programme. 
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A study of the loss ratios of the members makes it 


evident that at least for the years 1956 and 1957 the recom- 
mended rates turned out to be far from adequate. In many 

cases the loss ratios exceeded the allowable 63% by a con- 

siderable margin." 


Mr. C. A. Baines, Assistant Manager for Canada of the 


Zurich Insurance Company, and President of the Independent Automo- 
bile and Casualty Insurance Conference, also said in evidence that 
the recommendations in regard to rates were advisory and not manda- 


tory: 


Eh Ge JA 


A. 


Q. 


Q. 
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But there is no fixing of commissions? 
No. 


Or fixing of rates to begin with; is there any fixing 
of rates? 


No, not in the sense of fixing. There are some ad- 
visory recommendations made from time to time 
with regard to rates. 


Could you be a little more explicit about what you 
mean by advisory recommendations to your members? 


I think I can. The Research Committee of the Con- 
ference examines the statistics as they are produced 
year by year and produces a report concerning what 
in their view is the proper rate level to be applied. 
Then is that communicated to your members? 


It is communicated to our members. 


Is there any obligation on your members to come up 
with the same rate? 


None whatever. 


You find that that is a pretty satisfactory way of 
working, do you? 


Yes. 


You told me there are some 30 companies in the 
automobile business operating in that manner without 
the fixing of premium rates? 
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A. That is correct. 


(Hearing, pp. 344-45) 


The General Manager's report for the year ending May 31, 
1958, which appears in the Minutes of the 1.A.C.I.C.'s Annual Meet- 
ing, June 16-19, 1958, makes the following reference to rating manu- 
als: 


"DISTRIBUTION OF MANUALS: 


In Ontario 13 groups published a common manual 
which was distributed direct to agents and the cost shared. 


It would be comparatively easy for other companies 
to join this group next year and it would be worth while to 
consider the same method of manual distribution in Quebec, 
if sufficient members wish to do so." 


(Exhibit H-9) 


The Minutes of the same meeting include the Annual Report 
of the Research Committee, in which the following appears: 


"However, perhaps the most notable change during the 
past year was the fact that 13 member groups co-operated 
in the publication of a common automobile manual. I feel 
sure that those members who joined in this co-operative ef- 
fort reaped the benefit in lower printing costs and also im- 
proved agency relationships due to the fact that it eliminated 
a great deal of duplication in agents' offices."' 


(Exhibit H-9) 


(b) Rating Procedure of the Western Conference (W.C.I1.A.1.C.) 


In the case of the Western Canada Independent Automobile 
Insurance Conference, the rating process would appear to be substan- 
tially the same as that of the Eastern Conference. The return of in- 
formation submitted by the Secretary-Treasurer of the Conference 
states that the final rating program adopted for the ensuing year has 
a basic premium only and any member may deviate from these sug- 
gested rates. The Minutes of the Conference make note of deviations 
from Conference rates by members from time to time. 


Regarding the publication and issuance of a rating manual, 
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the Secretary-Treasurer's return of information contains the follow- 
ing statement: 


"The Conference does not issue a rate manual in its own 

name, but the basic rates finally decided upon by the majority 
of the members of the Conference are forwarded to one print- 
er to keep the cost in line. Each individual Company then 
orders its own manuals from the printer, inserting underwrit- 
ing regulations and prohibited list according to its own under- 
writing rules. In addition to this members advise their own 
agents of any deviations or surcharges they require under 
their underwriting regulations." 


(c) Rating Procedure of the B.C. Conference (I.A.I.C.B.C.) 


The Independent Automobile Insurance Conference of 
British Columbia has a procedure for establishing premium rates 
which is substantially similar to that of the other two Conferences. 
The Manual and Rating Committee is responsible for the set-up and 
printing of the automobile rating manual, which is made available to 
members on much the same basis as the Western Conference. The 
return of information submitted by the Vice-Chairman of the Confer- 
ence stated that: 


"The rates so published are basic rates only and are subject 
to deviation by individual members as a result of their ex- 
perience on different classes. Each company publishes its 
own underwriting instructions to its agents and any specific 
rating instructions which the company may wish to give in 
addition to or apart from the general information contained 
in the manual, and such information is included in the manual 
and distributed by the member companies to their agents. 


Members of the Conference are not required as a condition 
of membership in the Conference to write at the same rates." 


The Minutes of some of the meetings of the Conference, how- 
ever, would seem to indicate that not only was adherence to the pub- 
lished rates urged on the members but that a very considerable degree 
of adherence to the recommended rates was infact achieved. For 
example, the Minutes of the Conference meeting of January a hem 
contain the following: 


'It was noted by the Chairman of the Conference that he had 
appealed at the last meeting for unanimity amongst the 
members in establishing the 1951 rating program. The 
Chairman expressed his thanks to those offices who had 
made sacrifices in order that our rates may be adhered to. 


84607-1—113 
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Duly moved and seconded that the recommendation of 
the Rating Committee be adopted for an indefinite time 
and a meeting to be called later if necessary to make any 
changes. (Hobson, Christie & Co. no vote) 

CARRIED. 


The representative for one member office reported that 
although they had authority from their Companies they 
would not make any move by themselves unless such move 
was made by the Conference as a whole." 


5. Conclusions of Public Inquiries in Canada 
with Respect to Rating Bureaus 


Inquiries by Royal Commission into certain branches of in- 
surance, including automobile insurance, have been made on two oc- 
casions in Ontario, and inquiry into the business of automobile insur- 
ance has also been made by Royal Commission in Nova Scotia and by 
a special committee of the legislature in Alberta. 


The inquiry made by Mr. Justice Masten of the Supreme 
Court of Ontario and on which he reported in 1919 1) was concerned 
particularly with fire, automobile and other forms of property insur- 
ance and with the methods, rules, regulations and practices of asso- 
ciations of insurance companies and agents in those fields of insurance. 
Mr. Justice Masten found that in the various branches of insurance 
there were associations of insurance companies whose object was to 
safeguard the interests of members and to establish and maintain rates. 
Mr. Justice Masten dealt in more detail with the Canadian Fire Under- 
writers' Association but his conclusions in this regard had equal appli- 
cability to other branches. He found that the operations of such asso- 
ciations were of benefit to the public because of the special nature of 
insurance. In view of the fact that the actual cost of insurance cannot 
be determined until the lapse of the contract, past experience affords 
the only guide as to what rates should be. The experience must be 
that of many companies over a wide territory and over a period of 
years to provide a method for an even approximately equitable distri- 
bution of insurance cost. In the opinion of Mr. Justice Masten the de- 
termination of proper rates would be valueless unless steps could be 
taken to maintain them. Experience had shown that unrestricted com- 
petition between insurance companies led to rate cutting and eventually 


(1) Ontario Report on Insurance Commission, King's Printer (Ontario) 


1919. 


alae 


to the failure or absorption of the weaker companies as well as to dis- 
crimination in rates in favour of large and influential buyers of insur- 
ancee Mr. Justice Masten also stated that combinations of insurance 
companies were justified because they operated to restrict competi- 
tion in respect to commissions and thus limited the expenses of the 
business. While, as already indicated, Mr. Justice Masten found 
that the operations of the various company associations were benefi- 
cial to the insuring public, he considered that they should be fully 
subject to supervision and control by the state. 


In summing up the advantages from the operations of the 
rate-making association, Mr. Justice Masten said: 

iowa @) SUCh a combination,tends;strongly-to maintain 
the solvency of the companies, to stabilize rates, to elimin- 
ate discrimination, and assist in controlling the expenses of 
carrying on the business." (1) 


Recommendations were made by Mr. Justice Masten for 
supervision of the operations of fire insurance companies which ap- 
plied equally to the business of automobile insurance. The recom- 
mendations and legislation which followed them are summarized in 
the Director's Statement as follows: 


HEL) That rating bureaus or associations engaged in fixing 
rates file their constitutions and By-laws with the 
Superintendent of Insurance to be subject to inspec- 
tion by him in the same manner as insurance companies. 


(2) That no such rating bureau or rate-fixing association be 
required by law to file schedules of rates ora specific 
rate prior to placing of insurance. The Commissioner 
was of the opinion from consideration of the situation 
in Ontario that it was not in the public interest to re- 
quire schedules to be filed as the effect probably would 
be to eliminate largely existing competition. He felt 
however, that the Superintendent should have authority, 
either on complaint or on his own motion to negquire a 
rating bureau or rate-fixing association to file details 
as to how a particular rate was made up. 


(3) Prohibition of any rate which discriminates unfairly 
between risks of the same hazard. 


(4) Authorization to the Superintendent, either on complaint 


(1) Ibid., “pps 2213. 
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or his own motion to review any rate fixed by 

a rating bureau or rate-fixing association to de- 
termine whether the rate was discriminatory and 
if so to order cancellation of the rate. 


(5) Authorization to the Superintendent to inquire in- 
to any other matter brought before him by an in- 
sured, insurer, rating bureau or rate-fixing asso- 
ciation; that in the exercise of this authority the 
Superintendent act as a conciliator, making no or- 
der, but reporting his findings in his Annual Report. 


Between 1924 and 1926 the above recommendations 
were substantially carried into legislation in anaes and 
are now found in Part XV of the Insurance Act. The legis- 
lation prohibiting discrimination in rates and authorizing 
the Superintendent to make inquiry in this respect and if 
necessary directing the discrimination to be removed was 
subsequently amended to provide that it should not come 
into force until proclamation and has not yet been pro- 
claimed. The legislation relating to the second recom- 
mendation authorizes the Superintendent to require a re- 
turn under oath from any rating bureau or licensed insur- 
er showing any or every schedule of rates fixed, made or 
charged and prohibits deviation from the rates fixed and 
filed. The return authorized by this legislation however, 
has not been required by the Superintendent for many 
years." 


(Statement, pp. 133-34) 


None of the other provinces enacted legislation of a similar 


nature until 1958 when, as described below, the Automobile Insurance 
Act of Nova Scotia was amended following the report of a Royal Com- 


mission. 


lation’! 3 


In his article, ''An Evolutionary Pattern in Insurance Legis- 
Mr. V. Evan Gray wrote with reference to the Masten Re- 


port and subsequent legislation: 


(1) 


"In Ontario, in 1917, the Honourable Mr. Justice 
C.A. Masten, as Royal Commissioner appointed to in- 
quire into the fire insurance business, reported that 


PSO, e) 9500 Ce 1:84 
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premium rate-fixing associations of underwriters were 
desirable in the public interest, but he also recommended 
a degree of governmental supervision and control of the 
rate-making procedure which has not been carried into 
legislation. Part XV of the Ontario Insurance Act (1924), 
respecting Rates and Rating Bureaus, is a mere salute 
to the subject matter of the report. Legislative policy in 
Ontario subsequently took another line - the encourage- 
ment of competition among insurers, by licensing foreign 
insurers of all reputable types - mutual, stock, reciprocals 
and, Lloyds. !" (4) 


As indicated in an earlier section, an inquiry into automo- 
bile insurance in Ontario was made by Mr. Justice Hodgins. Although 
he found that a particular increase in rates had not been made ona 
reasonable basis, Mr. Justice Hodgins in 1930 expressed the same con- 
clusions as those of Mr. Justice Masten in 1919 that the operations of 
the Canadian Automobile Underwriters! Association were to the advant- 
age of and in the interest, of the public. The Report stated: 


) shes # NOthine shouldbe done, (as 1tjseermns to jme,\to 
unreasonably or oppressively deal with those who are carry- 
ing on the business, in which they are allowed to combine 
for the purpose of experience and stability of rates, subject 
only to the fact that they must not unduly increase the price 
of insurance to the public. 


On the other hand it was equally important, and in 
fact essential, that there should be in this complicated line 
of business, as I believe this to be, some sort of control 
over the rates which are charged to the public. . . .''(2) 


Mr. Justice Hodgins had recommended in an interim report 
that insurance companies should be required to file adequate statistical 
data with the Superintendent of Insurance, and as described earlier in 
this report legislation to this effect was adopted in Ontario and a num- 
ber of other provinces. Mr. Justice Hodgins also recommended that 
authority be given to the Superintendent of Insurance: 


iM to order, after due notice and a hearing before 


him, an adjustment of automobile insurance rates whenever 


(1) Canadian Bar Review, May 1950, Vol. 28, No. 5, 493 at 
pp. 506-7. 


(2) Report on Automobile Insurance Premium Rates, King's Printer 
(Ontario); 1930, p. 58: 
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they are found to be 'excessive, inadequate, unfairly dis- 
criminatory, or otherwise unreasonable. '"' (1) 


Such authority Mr. Justice Hodgins thought was necessary 
in order to permit the Superintendent of Insurance to fix the proper 
loss ratio "either by agreement or by his decision, after a hearing of 
those concerned." (1) 


A section authorizing the Superintendent to order adjust- 
ment of automobile insurance rates which he finds to be "excessive, 
inadequate, unfairly discriminatory, or otherwise unreasonable" is 
contained in the Ontario Insurance Act but has not been proclaimed. 
According to a circular of the Superintendent of Insurance of Ontario 
included in the brief of the C.U.A., insurance companies may be 
warned that sections of the Insurance Act not proclaimed may be 
brought into force if practices which they prohibit are engaged in, such 
as, for example, unfair discrimination in rates. 


Legislation similar in nature was not enacted in any other 
province until 1958 when, as mentioned above, the Automobile Insur- 
ance Act of Nova Scotia was amended. Legislation in British Columbia 
provides that upon request an insurer is required to furnish to the 
Superintendent of Insurance copies of its tables of rates. 


A special committee was appointed by the Alberta Legis- 
lature in 1948 to study all phases of automobile insurance. Its report 
concluded that in Alberta there was healthy competition between the 
Board, non-Board and mutual companies and that government regula- 
tion would tend to eliminate this competition without providing any ad- 
vantage in its place. It was the conclusion of the Committee that for 
the present at least any attempt at rate fixing would work to the dis- 
advantage of insurance companies and the public. (2) 


In 1956 the Province of Nova Scotia appointed a Royal Com- 
mission of three members under the Chairmanship of Dean H. E. Read 
of the Faculty of Law, Dalhousie University, to inquire into the cost 
of automobile insurance in Nova Scotia and related matters, including 
the practicability and desirability of legislation to provide for a pro- 
vincially-owned-and-operated automobile insurance department or 
bureau, and to make recommendations respecting such matters. 


(1) Ibid., p. 63 


(2) Report of the Special Committee Appointed at the 1948 Session of 
the Alberta Legislature to Study All Phases of Automobile Insur- 
ance, King's Printer (Alberta), February 15, 1949, p. 28. 
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The following conclusions were reached by the Commis- 


sion as to the manner in which the C.U.A. had applied the rating formu- 


Las 


ing: 


(1) 


NAY 


On the basis of the evidence the Commission was able 
to obtain, the rate makers of the Canadian Underwrit- 
ers Association have impartially applied the existing 
formula to the Nova Scotia experience in respect of 
private passenger automobiles and there is no appar- 
ent discrimination against any Nova Scotia insureds. 


On the basis of the evidence the Commission was able 
to obtain, the expense and profit provision of 37 per- 

cent is not unreasonable under the circumstances per- 
taining to the writing of automobile insurance in Nova 
Scotia. 


In the absence of rate regulation, the rate making 
agency is permitted free exercise of judgment. How- 
ever, on the basis of the evidence the Commission 
was able to obtain, there was no indication of abuse 
of this freedom. 


The fact that the Statistical Agency of the Canadian 
Underwriters Association does not publish the results 
of loss reserves beyond 30 months from the inception 
of the policy year permits a redundancy to accrue to 
the insurer through the downward development of these 
reserves which is not accounted for in the loss ex- 
perience. Recognition of the downward development 
of the loss reserves would eliminate any redundancy in 


them as they are used in the rate making process. 


Although, on the basis of the evidence the Commission 
was able to obtain, the rate-making process appears to 
have been conducted by the voluntary action of the in- 
surers according to high ethical standards, the contin- 
uance of these high standards can be best assured by 
government having authority to regulate rates. 


adeeb 1) 


Recommendations of the Commission included the follow- 


Report of Royal Commission on Automobile Insurance, Nova Scotia, 


Volume I, September 30, 1957, pp- 82-83. 
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1 That suitable steps be taken to ensure that insurers, 
individually file their expense experience in accord- 
ance with standard instructions that will enable some 
designated official or agency to produce periodically 
the country-wide expense experience on a basis which 
will enable testing of the reasonableness of the ratio 
of losses and expenses to premiums; 


an that the Insurance Companies Act be amended by in- 
cluding provisions similar to Section 73 of the Insur- 
ance Act of Ontario authorizing the Superintendent of 
Insurance to require every insurer licensed to carry 
on the business of automobile insurance in Nova Scotia 
to file its Nova Scotia loss experience and its country- 
wide expense experience with him or with a statistical 
agency designated by him; 


a3 that the Insurance Companies Act be amended by in- 
cluding provisions similar to those contained in Part 
XV, 'Rates and Rating Bureaux’, of the Insurance Act 
of Ontario, authorizing the Superintendent of Insurance 
to require the filing of Nova Scotia automobile insur- 
ance rates and to require adjustment of those rates 
whenever it is found, after due notice and a hearing be- 
fore him, that any such rates are excessive, inadequate, 
unfairly discriminatory, or otherwise unreasonable; 


REY) 


As a result of the Read Report the Automobile Insurance 
Act of Nova Scotia was amended in 1958 to provide: 


(1) Every rating bureau must file with the Board of Commissioners of 
Public Utilities, copies of its constitution, articles of association and 
by-laws and a list of members, together with every revision or amend- 
ment to the foregoing. 


(2) Rating bureaus on behalf of their members and every licensed in- 
surer not belonging to a rating bureau must make sworn returns to the 
Board showing every schedule of rates filed, made or changed, togeth- 
er with such further information as the Board may require. 


(3) That the Board be informed at least ten days in advance of any 
changes in rates or rules. 


(1) ibid 4s p.84. 
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(4) That it shall be an offence for any rating bureau or licensed in- 
surer to deviate from its filed schedules of rates unless such deviation 
has been agreed to by the insured in writing or the deviation is justi- 
fied to the satisfaction of the Board or the insured is insuring a fleet 
of not less than five vehicles under common ownership. 


(5) That it shall be an offence to deviate from filed rates by way of 
refund. 


(6) That every insurance company doing business in Nova Scotia 
shall prepare and file with a statistical agency designated by the Gov- 
ernment of Nova Scotia a record of its automobile insurance premiums 
and of its loss and expense costs in Nova Scotia in a form approved by 
the Registrar of Motor Vehicles. 


(7) That the Board may of its own motion and shall when so requested 
by the Provincial Secretary make inquiry into the rates for any or all 
classes of automobile insurance in Nova Scotia. 


(8) That the Board may, after a hearing, order an adjustment of rates 
for automobile insurance whenever it finds such rates to be "excessive, 
inadequate, unfairly discriminatory, or otherwise unreasonable". 


(9) That a rate charged by an insurer for any risk shall not be pre- 
sumed to be excessive for the sole reason that a lower rate is charged 
by a competing insurer. 


6. Rating Bureaus and Rate Regulation in the United States 


Prior to 1944 it had been held by United States courts 
that insurance was not "commerce" and was therefore not subject to 
such federal statutes as the Sherman Antitrust Act. In the South- 
Eastern Underwriters case of 1944 the Supreme Court overturned these 
precedents and declared that insurance was 'commerce'! and thus sub- 
ject in its interstate aspects to the federal antitrust laws. In 1945 Con- 
gress passed Public Law 15, known as the McCarran-Ferguson Act, 
which exempted insurance from the antitrust laws to the extent that it 
was regulated by state law. All the state legislatures proceeded to 
pass regulatory laws. Inthe majority of states the laws were modeled 
after a draft fire and casualty bill which had been drawn up by a com- 
mittee representing all sections of the insurance business in co-opera- 
tion with the National Association of Insurance Commissioners. In 
nearly all states a regular pattern of control was established for fire 


and casualty rates. 


The following are the usual features in the state laws: 
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(1) The declared purpose is to regulate insurance rates in the public 
interest to the end that they should not be excessive, inadequate or un- 
fairly discriminatory. 


(2) The factors to be considered in rate-making are detailed. 


(3) The rates are required to be on file for review by the Insurance 
Department before becoming effective. 


(4) The rates may be filed by a company independently or through a 
rating bureau. 


(5) No company shall be required to belong to a rating bureau. 


(6) The Insurance Department may refuse to approve a filing or may 
require its review after the passage of time. 


(7) Rating organizations are required to be licensed and are subject 
to examination by the Insurance Department. 


(8) Member or subscriber companies may deviate from the establish- 
ed rates upon satisfying the Department of the reasonableness of and 
justification for the deviation. 


(9) Companies are required to record and report their loss and ex- 
pense experience annually in such form and detail as is required and 
prescribed by the Department to aid the latter in determining whether 
the rate filings comply with the law. 


(10) No insurer is required to record or report its experience on a 
classification basis inconsistent with the rating system filed by it. 


(11) Companies have the right of partial subscribership to the services 
of rating bureaus, i.e., they may, if they choose to do so, subscribe 
for only part of the rating information provided by a bureau without be- 
ing obliged to subscribe for all of the bureau's rating information. 


Although the majority of state laws require that proposed 
policies and rate schedules supported by judgment, experience, statis- 
tical data or other relevant factors must be filed with the Insurance 
Department of the state before being put into effect, there are some 
states which do not follow this procedure. California, for example, 
dees not require the filing of rates or the initial approval of rates, al- 
though the insurance commissioner may investigate them at any time. 


Divergent points of view have been expressed as to the ef- 
fects under the various state laws of the regulation of insurance rates. 
Rating bureaus play a large part in the preparation of rates but non- 
member companies now have the right to subscribe to all or any part 
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of their services. It is the opinion of some students that the rate 
structure has been improved through a more accurate classification 

of risks and greater refinement of expense data. Offsetting factors 
are seen, however, in the costs of regulation and the delays and in- 
flexibilities of formal regulatory procedures. In some states individu- 
al companies filing rate deviations or new classifications for rates 
have had their applications opposed by rating bureaus or disapproved 
by insurance departments, which has led to extensive hearings and lLiti- 
gation on appeal. In spite of these impediments to independent rate 
making some students have found that the new rate laws have encourag- 
ed independent filings and deviations from bureau rates not only on the 
part of mutual companies and direct-selling insurers but also by some 
stock companies. The McCarran-Ferguson Act contained provisions 
against boycott, coercion or intimidation which are reported to have 
led to the disappearance of most of the formal rules of organizations 

of companies and agents restricting the placing of business. Some 
economists who have examined practices under the new systems of rate 
regulation consider that healthy competition has been fostered, which 
should lead to more logical rate making and the more efficient opera- 
tion of the insurance business. 


CHAPTER IX 
LOSS AND COST FACTORS IN RATING PROCEDURES 
l. The Use of the Loss-Cost Ratio 


The establishment of annual automobile insurance pre- 
mium rates by Board organizations has involved the use of certain ar- 
bitrary factors in order to arrive at general rates. One set of factors 
which has been given special attention is the ratio of losses to costs as 
parts of the premium dollar. The provision of automobile or other in- 
surance involves two financial aspects. These are the amount of 
claims paid to or for the insureds together with the direct expenses of 
investigating and settling claims and the other, the expenses of con- 
ducting the business of insurance, which include brokerage and commis- 
sions, administration expenses, premium taxes, indirect claims ex- 
pense and provision for profit. 


The expenses incurred in making adjustments and settling 
claims have been treated in different ways for different purposes. For 
rating purposes these adjustment and claims expenses are divided into 
allocated and unallocated expenses. For the preparation of the Statis- 
tical Exhibit the allocated claims expenses, which are those identifiable 
with a specific claim and which consist of legal and adjustment fees 
necessary to assess the loss, are reported as part of the losses. Un- 
allocated claims expenses, which are those incurred in claims investi- 
gation but which are not identifiable with a specific claim, and which 
consist principally of the expense of maintaining a company's claim de- 
partment, are considered as part of the cost factor. 


Thus, under the statistical plan used in the Statistical 
Exhibit the components of losses and costs are as follows: 


Losses Costs 
(1) Actual claims by insureds (1) Brokerage and commissions 
(2) Allocated claims expense (2) Administrative expenses 
(3) Premium taxes 
(4) Provision for profit 


(5) Unallocated claims expense 
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In the annual returns required by government authorities, 
however, all claims expenses, that is both allocated and unallocated 
claims expenses, are treated as costs. Likewise the majority of com- 
panies appear to have treated all claims expenses as components of 
cost for the purpose of profit-and-loss statements. Thus the annual 
returns required by government authorities would require the follow- 
ing breakdown: 


Losses Costs 
(1) Actual claims by insured (1) Brokerage and commissions 
(2) Administrative expenses 
(3) Premium taxes 
(4) Provision for profit 
(5) Unallocated claims expense 
(6) Allocated claims expense 


Although this was the practice followed by the majority of companies 
for profit and loss purposes, some, prior to 1953, followed the prac- 
tice of including at least allocated adjustment expenses with losses, 
and since 1953 additional companies have discontinued treating such 
expenditures as expenses. 


An important measurement in the determination of a com- 
pany's or the industry's experience is the relationship of losses and 
costs as percentages of premium income. In this connection, however, 
an important distinction must be made between net premium income 
and earned premium income. Net premium income is the total of the 
premiums actually written, i.e., the sum of the amounts paid in or 
payable during the current calendar year, less re-insurance; but 
automobile insurance policies are normally written on an annual basis 
beginning at any time between January 1 and December 31 in any year. 
If a policy was written on October 1, by December 31 of that year it 
would have earned only 25 per cent of the total premium which was 
paid when the policy was written. As the possibility of incurring lia- 
bility under the policy will continue until the expiry date on October 1 
of the next year, 75 per cent of the premium will be earned in and at 
first glance would appear to be attributable to the calendar year follow- 
ing the year in which the policy was actually written. However, be- 
cause some of the expenses included in the premium are immediately 
chargeable to that policy, e.g., the agent's commission, the company 
is not required to carry the whole 75 per cent of that premium in re- 
serve for the following year. In Canada, for the protection of policy - 
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holders, companies are required to set aside 80 per cent of the unearn- 
ed portion of each premium into a reserve account and carry this into 
the next year's operations. 


For example, if an automobile insurance premium of 
$100 were written on October 1, the amount of the premium available 
for the regular operations of the company would be $40, i.e. $25 to 
cover the period October 1 to December 31, plus 20 per cent of the 
balance ($75) or $15. The remaining $60 (80 per cent of $75) is carried 
into a reserve account for the following year. The $40 available for 
the regular operations of the company in the year in which the 
policy was taken out is called the earned premium. 


The foregoing may be summed up by saying that the earn- 
ed premium income of a company in any calendar year consists of the 
80 per cent reserve of unearned premiums carried over from the pre- 
vious year, plus the net premiums for the current calendar year, less 
the 80 per cent reserve of the unearned premiums, the latter being 
carried over into the following calendar year. 


While net premium is taken to determine the volume of 
business written by a company or for the industry the measure of insur- 
ance experience is the relationship of expenses and losses within the 
total earned premium income. In order to arrive at a measure of the 
experience of insurance companies a ratio of losses to costs is used 
in the production of the Statistical Exhibit by the C.U.A. The per- 
centages have been changed from time to time and have varied with re- 
spect to different classes of risk. For purposes of illustration an 
example may be taken of a ratio of 53 per cent for losses and 47 per 
cent for costs, including provision for profit. 


If the automobile insurers as a whole had an earned 
premium income of $100,000, 000 in a particular year, and had losses 
of $53,000,000, the industry as a whole would theoretically have a 
normal operating profit, as $47,000,000 would remain for expenses 
and profit. However, if the losses amounted to more than $53, 000, 000, 
theoretically there would be either a reduced profit, no profit, or even 
a failure to cover the insurer's total costs. On the theoretical basis 
an increase in premium rates would be necessary to restore the stated 
ratio of losses to costs. If losses amounted to $60,000,000 the indus- 
try would have required an earned premium income of 
$60,000,000 x 100 or $113,207, 547 in order to have sufficient to 

53 
pay its losses and still allot 47 per cent to costs including profit. To 
obtain this earned premium would necessitate a rate increase of 13.21 
per cent (113,207,547 = 113.21 per cent). Thus, the rates for the 
100, 000, 000 
following year should be increased by 13.21 per cent. 


= 26) - 


In adjusting rates in this manner it would have to be as- 
sumed, of course, that the ratio of losses to expenses for the industry 
was actually the same as the ratio selected. Even if the actual aver- 
age for the industry was the same as the selected ratio there might be 
very wide differences in the ratios for individual companies, which 
would be the result not only of differences in efficiency but of different 
ways of doing business, as well as variations in loss experience. 


ee Changes inthe Loss-Cost Ratio 


It will be apparent from the brief description of the use 
of the loss-cost ratio in the establishment of premium rates for auto- 
mobile insurance that the particular ratio used by the rating bureau 
has great significance in the level of premium rates. 


The Royal Commission inquiring into automobile insur- 
ance rates in Ontario in 1930 has previously been mentioned. The 
primary question which gave rise to the inquiry culminating in the re- 
port of Mr. Justice Hodgins was whether the rates fixed on February 
1, 1929 by the Canadian Automobile Underwriters’ Association (a pre- 
decessor of the C.U.A.) were reasonable. At that time, apparently, 
a ratio of 50-50 had been used in determining premium rates. In re- 
gard to the factor allocated to expenses the Hodgins Report stated: 


"5, I find that the provision for expenses in the 
Public Liability, Property Damage, and Collision cover- 
ages for private passenger and commercial cars is not 
justified, and was unwarrantably increased. Apart from 
that addition, I find that there is no adequate or sound 
reason why the provision for expenses should be in excess 
of 45% of the gross premium rates and that the insurance 
companies should be left to make such adjustments in 
their various expense costs as will enable this percentage 
to produce a sufficient provision for expenses in the 
rates«'' (1) 


It should be noted that it was also stated in the Hodgins 
Report that acquisition costs were 30 per cent and that this was ''ab- 
sorbed chiefly by the amounts pale for commission to local and produc- 
ing or special, agents, .~ -"' The Report concluded that the 
rates referred to were unreasonably high; that they had not been pro- 
perly deduced from the experience then available to the companies; 
and that they were founded on no scientific or statistical basis. 


1 

(1) Report on Automobile Insurance Premium Rates, King's Printer 
Ontario), 1930, pp. 75-76. 

PZ ibidegp. 51. 
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The insurance industry accepted the finding in the Hodgins 
Report that the expense factor should not exceed 45 per cent as the 
basis for the loss-cost ratio when the Statistical Exhibit was begun in 
Ontario. The standard ratio of 55 to 45, i.e., that each premium 
dollar provided 55 cents for the payment of losses and 45 cents for 
company expenses and profits, remained unchanged until 1942 when 
the ae of a 2 per cent federal premium tax resulted in a change 
to 53-47. 


Subsequent changes in the loss-cost ratio are shown in 
Exhibit H-6, filed with the Commission. This is a statement prepar- 
ed by Mr. Leipsic which appears to be consistent, with respect to the 
loss-cost ratio, with other information presented to the Commission. 


If the rate of commission to insurance agents is taken 
as 25 per cent in the period prior to 1948 the following hypothetical 
breakdown can be made of the expense or cost factor in the 53-47 ratio 
of the period: 


Division of Expense Factor 


Unallocated Company Expenses 
Loss Expense Com- Loss including taxes, as- 
Period Factor Factor mission Expense Profit sessments, etc. 
1942-48 53 47 25 6 225 15.25 


The figures of 6 per cent for unallocated expenses and 2.5 
per cent for profit appear to be drawn from data given in the Hodgins 
Report. 


As described in an earlier chapter, the Board organiza- 
tions in 1949 put into effect maximum commission rates of 20 per cent 
on private passenger automobiles, 15 per cent on commercial vehicles 
and 7} per cent on inter-urban transport. No change was made in the 
loss -cost ratio in the case of private passenger automobiles, the 5per 
cent reduction in commission being balanced by a 5 per cent increase 
in the allowance for company expenses, including taxes, assessments, 
etc. The expense factors in the case of commercial vehicles and inter- 
urban or public vehicles were set below the 47 figure by the difference 
in the rates of commission, after allowing for a corresponding 5 per 
cent increase for company expenses, including taxes, assessments, 


etc. The hypothetical breakdown of the expense factor then became 
as follows: 


(1) Report of Royal Commission on Automobile Insurance, Nova 
Scotia, Volume I, 1957, p. 30. 
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Division of Expense Factor 


Unallocat- Company Expenses 
Loss Expense Com- ed Loss including taxes, as- 
Period Factor Factor mission Expense Profit sessments, etc. 
1948 
Private 
Passenger 53 47 20 6 2.15 18.5 
Commer- 
cial 58 42, 15 6 Za5 18.5 
Public 
Vehicle 65559 3405 7.5 6 dee. 18.5 


(Exhibit H-6) 


In 1950 the commission rate in Quebec for private pas- 
senger automobiles was established by Board companies at 17> per 
cent and the expense factor became 44.5 for Quebec. The breakdown 
of the expense factor then became: 


Division of Expense Factor 


Unallocat- Company Expenses 
Loss Expense Com-_ ed Loss including taxes, as- 
Period Factor Factor mission Expense Profit sessments, etc. 
1950-53 5540 14405 Vh.'5 6 Leo 18.5 


With the increase in automobile traffic, following the 
period of wartime control and shortages, the ratio of losses to earned 
premium income from automobile insurance rose, and asa result 
premium rates generally increased. A substantial increase was 
made in 1952 premium rates following an increase in the ratio of loss- 
es to earned premium income to approximately 65 per cent in the 
calendar year 1951. As will be seen from the example of the use of 
the loss-cost ratio given above, an increase in rates embraced the 
cost element as well as the loss element although it would not neces- 
sarily be the case that the costs of doing business would increase in 
the same way as the increase in losses. Increasing concern was felt 
in the insurance industry about continuing to increase automobile in- 
surance rates ona basis which had been established under much dif- 
ferent conditions, and in 1953 the loss-cost ratio used by Board organi- 
zations was changed to 63-37 for private passenger and commercial 
vehicles. The considerations leading up to this change were describ- 
ed, as follows, in a circular of March 9, 1953 from the President of 
the W.C.1.U.A. to agents: 
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Ata series of meetings, factors entering into the 
cost of Automobile Insurance were fully considered and 
the conclusion was reached that the public clamour, threat 
of more Government in business, competition of direct 
writers, and ordinary business morality and common sense 
called for the allocation of a somewhat larger percentage of 
the Automobile premium dollar for losses and loss expense, 
and a somewhat smaller proportion than in the past for sell- 
ing and handling costs." 


The question of the relationship of the cost factor of 47 
per cent to the experience of insurers was examined by a committee 
on Expense Ratio Factor appointed by the Dominion Board Automobile 
Committee. This committee reported on May 9, 1952 as follows: 


"The Committee is of the opinion that the present ex- 
pense factors of 47% for private passenger automobiles 
(44.5% in the Province of Quebec) and 42% for commercial 
automobiles used in automobile insurance rate making 
statistics are higher than are justified by the published 
expense ratios of the majority of Insurers. 


The Committee considers, in fact, that Automobile 
insurance is written at a demonstrably lower commission 
cost and believes that it is also written at a lower general 
expense cost than the average for all classes of business. 
In this belief the Committee is supported by the investiga- 
tions which have been made by one or two of the larger 
automobile insurers into their costs of administering the 
business. The results of these investigations have sug- 
gested that Automobile business, being a mass-produced 
line, is being written at an administrative cost below the 
average of all classes of business. 


The Committee believes, however, that the use of 
unduly high expense factors in rate making is unrealistic 
and, while not at the present time in favour of changing 
in any way the existing basis on which automobile insurance 
experience data is collated and published by the Statistical 
Agency, recommends that the Executive Committee and the 
Rates and Rules Committee should allow for suitable modi- 
fications in the expense ratio factors of 47% and 42% in 
their consideration of future rate programmes. For this 
purpose the Committee suggests the use of modified expense 
ratio factors of 42% for private passenger automobiles (40% 


in the Province of Quebec) and 37% for commercial auto- 
mobiles." 
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The Automobile Committee of the Dominion Board ex- 
plored the possibility of establishing a fixed fee for bodily injury and 
property damage as a means of remunerating agents in lieu of a percent- 
age of the premium, but finally it was decided in 1953 to reduce commis- 
sions by 5 per cent and use a loss-cost ratio of 63-37 for both private 
passenger and commercial vehicles. The 37 per cent expense factor 
for private passenger automobiles represented a change of 10 per cent, 
5 per cent of which was attributed to the reduction in commissions and 
5 per cent to a reduction in the factor for company expenses. The re- 
duction on commercial vehicles was 5 per cent in the total but as com- 
missions were unchanged the difference was attributed to the company 
expense factor. The same change was made with respect to public 
vehicles. The breakdown of the expense factor may be shown as fol- 
lows: 


Division of Expense Factor 
Unallorat- Company Expenses 
Loss Expense Com- ed Loss including taxes, as- 
Period Factor Factor mission Expense Profit sessments, etc. 


1953 
Private 
Passeng- 
er and 63 37 15 6 235 13.5 
Commer- 
cial 


Inter-Ur- 
ban Trans- 
port 70353 42925 VED 6 20D 133:5 


The fact that the loss-cost ratio was not based on any 
exact accounting of the financial operations of insurance companies 
meant that the components of the hypothetical expense factor could not 
be precisely defined. This was clearly recognized by the insurance 
industry, as is indicated by the following statement in the February l, 
1953 issue of the Board Advocate, a Board publication, in regard to 
the 47 per cent expense or cost factor which was used from 1949 to 1952: 


'THIL now the industry has been operating on a rating 
formula adopted following a governmental inquiry into auto- 
mobile insurance rates held in 1929. For private passenger 
vehicles, this rating formula was clearly definable as being 
divisible 53% for claims and 47% for expenses. The exact 
division of the 47% expense factor has not been so clearly 
definable and there has not been complete unanimity on the 
size of the components. The most universally accepted division 


was: 


VA cues 


Agent's commission 20% 
Unallocated claims 

expense 6 
Companies! Adminis - 

trative expense 16 
Companies! taxes Zed 
Companies! profit 25 

47% W 


When the expense factor of 37 per cent was under con- 
sideration for 1953 the following explanation of its components was giv- 
en to the Executive and Automobile Rating Committee of the W.C.I.U.A., 
according to the Minutes of a meeting on October 28, 1952: 


Ww 


@ 2s @ 


The expense factor of 37% is made up as follows: 
Commission 15%; General Administration 13%, Taxes 
and Board Assessments 4%; Profit 5%. 


However in the Minutes of a Western Conference meeting 
of February 23-25, 1953 reference is made to unallocated claims ex- 
penses of 6 per cent as one of the components of the expense factor: 


"On the question of the breakdown of the premium dollar, 

it is noted that the loss factor is now sixty-three percent. 
Premium taxes, license fees, statistical service fees, and 
Assigned Risk charges amount to three percent and unallo- 
cated claims expense amounts to six percent. Thus we have 
a balance of twenty-eight percent, which is providing fifteen 
percent for acquisition cost, thirteen percent for other over- 
head and profit."! 


Another change made in the Board rating program for 
1953 was the addition of a Trend Factor. This had originally been sug- 
gested as 20 per cent but there was considerable objection to so high a 
figure, some members feeling that it would offset the reduction made 
in the expense ratio to 37 per cent. It was also pointed out that ex- 
perience as to increases in claims frequency and average cost of claim 
had not been uniform in all territories. A Trend Factor of 10 per cent 
was in the end included in the rating program for 1953. 


The change in the loss factor from 53 per cent to 63 per 
cent was discussed between the C.U.A. and the Eastern Conference. 
The latter then undertook to join with the C.U.A. in approaching the 
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Ontario Superintendent of Insurance to have the new ratio used as the 
basis for the Green Book, as indicated in the following resolution 
adopted at an Eastern Conference meeting on December 8, 1952: 


"It was moved and seconded that 'the Conference join 
with the C.U.A. in approaching the Superintendent of In- 
surance, asking that they present figures on the basis of 
a 63% loss factor'. Unanimously passed." 


3. Experience of Insurance Companies in Relation to 
Loss-Cost Ratios 


The lack of definiteness in the components of the cost 
factor used by Board organizations for rating purposes and the absence 
of accounting records of insurance companies which would show the 
actual cost of conducting the business of automobile insurance pre- 
cludes any accurate comparison of the actual experience of insurance 
companies in relation to the cost factor. The Director's Statement 
presents various analyses of financial returns submitted during the 
inquiry and the Commission received additional information in some 
of the briefs submitted. This material will now be considered. 


Although maximum rates of commission on direct 
business were established for Board companies in 1948 all Board com- 
panies do not conduct their automobile insurance business in the same 
way so that it would not be expected that the ratio of commissions to 
net premiums or to total expenses would be the same. Available in- 
formation indicates that the ratios vary considerably as is shown by 
the following table based on the returns to the Director of 15 Board 
companies or groups: 


- 168 - 


Commissions as a Percentage of Net 
Premiums and of Expenses 


Net Premiun 


Income of 
Company 1950 1951 1952 


Commis- Commis- Commnis= 
sions as Commis- sions as Commis- sions as Commis- 
a%of sions asa%of sions as a%of_ sions as 


Net a@%of Net a%of Net a & of 
Premiums Expense Premiums Expense Premiums Expense 
Not a- Not a- Not a- 
Less than 10.3. vailable 13.2 vailable 18.6 vailable 
$100,000 22.0 66.8 21.7 69.9 21.7 48.7 
22.4 LO ok 21.6 50.5 21%, ats Rd oo 
$100,000 - 25D 12.4 2 10s 24.2 143.9 
$500,000 23.9 43.9 22.9 39.9 Zoo 14.8 
22.4 50.4 21.6 50.7 21.7 48.8 
19.7 57.6 19.8 54.9 18.9 “FEL 
L728 49.3 L7ss 50.1 
19.3 De 19.2 52.0 
$500,000 - 18.8 als) 22.4 bone Alb Wee 59.0 
$1,000,000 21.9 45.6 19.9 49.6 19.4 52.6 
17.8 49.0 0.3 ed 17.9 pf hes hy 
0.2 1.8 17.8 boo. 19.3 i 
$1,000,000 - 23.0 60.2 pS ie 61.2 769 51.4 
$2,000,000 2302 54.9 
Oo Lee 
Over 


$2,000,000 18.6 43.4 18.5 42.0 18.5 52.8 
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With regard to unallocated claims expense, which is class- 
ed as one component of the cost factor, it is reasonable to conclude 
that there would be considerable variation among Board companies. 
That this is the situation is indicated in the February 1, 1953, issue of 
the Board Advocate in which the following appears: 


"Unallocated claims expenses are those incurred 
by Companies in claims investigation, but not identifiable 
with a specific claim. Such expenses may differ consider- 
ably as between Companies due to variation in practices 
with, for example, some employing their own Company ad- 
yuster sis"! 


The Director received returns from 14 companies, includ- 
ing 3 Board companies, writing only automobile insurance. Only 5 of 
the 14 companies wrote a full line of automobile insurance, the others 
handling only "finance" business or other particular classes. As 
would be expected from the different methods and classes of business 
there was a substantial range in the ratio of expenses to earned pre- 
mium income as the following table shows: 


Ratio of Expenses to Earned Premium Income 
(Automobile Insurance) 


Ratio Number of Companies 
1950 1951 1952 
Less than 20% 2 . 2 
20% - 25% ] Fa Zs 
25% - 30% 3 1 3 
30% - 35% 2 l 1 
35% - 40% ] Pa 5 
40% - 45% Z FA 1 
45% - 50% ] Z 1 
Over 50% it ad: hid 
Total 13 aa 1 


(The highest ratio in each of the years 1950 to 1952 
inclusive was 103%, 86.1% and 84.9% respectively, 
being the same company in each instance. Its net 
premium income in each year, however, was less 

than $10,000). 


Two of the Board companies wrote only physical damage 
insurance and in each case their ratio of expense to earned premium 
income averaged less than 20 per cent. In the period 1950-52 the low- 
est ratio of losses to earned premium income for either of them was 
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approximately 54 per cent and the highest 68 per cent. Each of these 
companies showed a profit in each of the three years and together over 
the three-year period showed a profit, before income tax, of approxi- 
mately 18 per cent of net premiums written. However, being Board 
companies, they were required to follow Board rates which, in these 
three years, were established on the basis of loss and expense factors 
of 53 per cent - 47 per cent for private passenger vehicles, 58 per 
cent - 42 per cent for commercial vehicles and 65 per cent - 342 per 
cent respectively for inter-urban transport and public automobiles. 


Another tabulation contained in the Director's Statement 
shows the ratio of expenses to earned premium income for more than 
100 companies. The Statement points out that many of the companies 
arrived at some or all of their expenses ona pro rata basis which 
would affect the accuracy of the results inasmuch as the general ex- 
perience indicated that automobile insurance was written at a lower 
cost than some other forms of insurance. The table prepared by the 
Director is given below. 


Ratio of Expenses to Earned Premium Income 
(Automobile Insurance) 


Ratio Number of Companies 
1950 1951 1952 
Less than 20% 3 4 4 
20% - 25% 3 Z 3 
25% - 30% 2 0 1 
30% - 35% LZ 14 6 
35% - 40% 21 20 rag 
40% - 45% 31 33 Si 
45% - 50% 21 24 26 
50% - 55% 13 g hz 
55% - 60% 2 6 4 
Over 60% 5 6 5 


Total PLS 118 11 
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The brief submitted to the Commission on behalf of the 
C.U.A. includes a table based on the figures for premiums and claims 
given in the annual reports of the Federal Department of Insurance 
showing the ratio of losses and the percentage left for expenses and 


profit: 

" Net Net Left for 

Premiums Claims Expenses 

Earned Incurred Ratio & Profit 
1946 aA th! bean «Vall PiGZoy, 249 So ers 40.28 
1947 x 40,788,040 24,870,148 60.97 39.03 
1948 St SS SSA Ton Bly TAT OTT 1G T5925 40.75 
1949 x 66,303,644 38,694,830 58.36 41.64 
1950 x 82,798,340 48,597,220 58.69 41.31 
1951 x 98,804,314 65,356,498 66.15 935:85 
1952 S121) 5264.803 4 7570, 466,235) 162.92 37.08 
Sube Total) 492,755,259 303,023,257 61.50 38.50 
LOSS 148,033,906 84,539,636 57.11 42.89 
1954 164,°8257:08521088,032,8'65 463-41 46.59 
$955 172,639,957 99,191,842 57.46 42.54 
1956 185,935,156 126,066,493 67.80 32520 
1957 208,499,731 148,894,989 71.41 28.59 
879, 133,835 546,745,825 62.19 Stok 


x Earned Premiums not shown in Blue Book 
Calculated on 50% basis. "' 


(Brief of Canadian Underwriters! 
Association et al,, p. 34) 


It was pointed out in the brief that allocated expense costs 
in the foregoing table are not included with claims. It follows from 
this that in comparison with the Statistical Exhibit losses are under- 
stated and consequently expenses are overstated to some degree. As 
the brief further points out, the ratio of expenses and profit in the 
period 1946 to 1952 was substantially less than the figure of 47 per cent 
for costs used in the Statistical Exhibit and only averaged slightly more 
than 37 per cent for the period 1953-57 when the theoretical cost factor 
was 37 per cent. 
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With respect to these figures the brief states: 


"Board companies had recognized the reduced expense 
factor and had not increased rates to the full extent justified 
by increasing loss experience as shown by the statistical 
exhibit and known trend factors. Inthe years 1953-1957 it 
will be noted that the Companies had left 0.81% more than 
the theoretical 37% for expenses." 


(Brief of Canadian Underwriters! 
Association et al., p. 35) 


The fact that the ratio of 47 per cent prior to 1953 was not 
considered as realistic by Board companies has already been indicated. 
An estimate of the average expense ratio is given in a memorandum 
dated June 30, 1952 entitled ''Automobile Rate and Commission Struc- 
ture'' which was attached to a circular letter of July 10, 1952 from the 
Chairman of the Dominion Board Automobile Committee. This memo- 
randum included the following: 


"At the present time the average expense ratio of the 
Board Companies writing all classes of business is of the 
order of 40%. It is generally recognized that Automobile 
business is a 'mass production! line, and that this class is 
probably written at an average expense ratio of about 35%. 
The Companies! break-even point, therefore, is 65% losses, 
35% expenses. Dominion Government Returns for the 6 years 
1946-1951 show that the losses paid by the Board Companies 
on the Dominion Government Return basis (which excludes 
certain adjustment fees and other allocatable loss expenses.) 
have been equivalent to an earned loss ratio, over the 6 years 
of 63.8%. The adjustment fees, etc. which the Dominion 
Government Returns do not treat as claim payments, but 
which are properly so treated for rate-making purposes, ap- 
pear to amount to about 6% of the actual claim payments, 
giving an average 'loss cost! to the Board Companies, over 


the six years, of 68%, i.e. three full points over the break- 
even point. 


The average commission rate to the local agent in respect 
of a typical portfolio of business is about 18%, so that a Com- 
pany which is just about breaking even at the present time 
would have 17% (35% minus 18%) to meet its administrative 
costs, taxes, etc. Over the last six years, however, the 
figures show that the Board companies have on the average 
been 3% short of that provision, and have had only about 14% 
of premiumsavailable for administration, etc. and profit." 
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As the above quotation indicates, the theoretical ratios have 
no significance in themselves but must be considered in the light of 
the actual experience of insurance companies. As shown by the in- 
formation given earlier in this section there is significant variation in 
the operating costs of individual companies. The experience of in- 
dividual companies with respect to loss ratios also shows considerable 
variation. Included in Exhibit H-8, which is the 26th Annual Statistical 
Number of the Canadian Underwriter, issued April 15, 1959, are 1958 
figures for total net premiums earned, total net claims and adjusting 
expenses and the loss ratio for automobile insurance written by tariff, 
i.e. Board, and other companies. The following are the loss ratios 
for Board companies and groups composed wholly of Board companies 
and, by substraction a percentage is obtained which may be termed, 
as above, left for costs and profits: 


Left for 

Costs and 

Name of Company Loss Factor Expenses 

0 % 

American Fore Group 83.27 Rep at Gs, 
Alliance Ass. Co. Ltd. 71.06 28.94 
Aipina Ins. Co. Ltd. 96.09 3 390 
Aetna Ins. Co. 49579 50.21 
Atlas Group 66.93 33.07 
Boston Ins. Co. 50.97 49.03 
Canadian Surety Group 63.69 36.31 
Calvert Fire Ins. Co. 67.69 B2ea1 
Century Group 59.96 40.04 
Commercial Union Group 65.29 34.71 
Dale & Co. Group 59.29 40.71 
Eagle Star Group 78. 87 2543 
Employers! Liability Group OSrz 36.28 
Emmco Ins. Co. 51386 48.67 
Firemen's Fund Group 194.32 20.65 
Great American Group 58.81 41.19 
Guardian-Caledonian Group 69.21 30.79 
Glen Falls 60.53 39.47 
Hartford Group 68.13 31.87 
Home Ins. Co. of N.Y. 86.35 E105 
London & Midland General 12,50 21249 
Legal & General Group 85.17 14, 83 
London Asssce. Group 58.35 41.65 
London & Lancashire Group 65.04 34.96 
Maryland Casualty Co. 61.70 38.30 
New York Underwriters' Insurance Co. 5B.19 41.21 
Netherlands Ins. Group 66.87 33.13 
New Zealand Group 68.55 31.45 
New Hampshire Group 62.46 37.54 
North British Group 69.46 30.54 


Norwich Union Group 62.95 37.05 
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eit for 
Costs and 
Name of Company Loss Factor Expenses 
f 0 
Northern Assurance Group 60.91 39.09 
Pearl Group 59.43 40.57 
Phoenix of Hartford Group 83.88 16.12 
Phoenix of London Group 62.78 a Gaze 
Prudential of England Group 68.58 31.42 
Queensland Ins. Co. 67.09 32-91 
Royal Exchange Group 61.99 38.01 
Reliance Ins. Co. of Philadelphia 55.30 44.70 
Service Fire Ins. Co. 67.93 32.07 
Royal Liverpool Group 61.85 5 Os.0o 
Sea-Scottish Insurance Group 13%35 26.65 
Scottish Union Group 54.52 45.48 
St. Paul Fire & Marine Group 5k.5D 48.45 
Springfield Fire & Marine 64,39 Neeson! 
Societe Nationale D'Assurances 60.10 39.90 
Sun Group 68.61 314.39 
Travellers Group 61.03 38.97 
Union of Canton Group 57.20 42.80 
United States Fire Ins. Co. 49.29 50.71 
Uso. Fo .&2G, Growp UaereD ZOsuD> 
Victoria Ins. Co. of Canada 98.57 1. 43 
Western Group 62.03 aT. 9T 
Westchester Fire Ins. Co. (1) - - 
World Auxiliary Ins. Corp. 53.45 46.55 
Yorkshire Group 66.31 33.69 
(1) Net premiums Earned = ~- $162 
Net Claims and 
Adjusting 
Expenses = $19,618 


For the reasons already outlined the figures tabulated above 
do not convey any direct information as to the expenses or profits of 
the individual companies or groups. 


The brief of the C.U.A. clearly recognized that there were 
differences in the costs of individual companies. Under the heading, 
"What is cost to one company may be something else to another" 
the brief quoted the following comment from the Report of the Nova 
Scotia Royal Commission on Automobile Insurance: 


"It will be readily seen from the above brief outline 
of the types of companies in Nova Scotia and of the methods 
employed by them in the conduct of their automobile insur- 
ance business in the Province that there is no established, 
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set, standard method of conducting automobile insurance 
business in Nova Scotia and that no over-all pattern of 
doing this business exists. What may represent a 'cost! 
to one company, for example, the acquisition cost of com- 
mission, local and general or local only, does not repre- 
sent 'cost' to another company for the simple reason that 
it does not pay commission. On the other hand, the sav- 
ing in the commission cost may be more than offset by 
greater advertising cost, a cost which in the case of the 
former company was only nominal.'! (1) 


The C.U.A. brief also referred to differences in efficiency 
among insurance companies as follows: 


"If all Companies were working on the same loss cost 
statistics, but were each using their own expense figures, 
competition will inevitably centre on the latter. Clearly 
such competition will favour the administratively efficient 
insurer, at the expense of the less efficient, and, in gen- 
eral, the large writer with a volume justifying the maximum 
use of mechanical and electronic methods will be able to 
operate more efficiently than the small writer. A com- 
parison between them will parallel the comparison between 
the modern and rapidly developing groceteria chains and | 
the local corner store, the insurance equivalent of the cor- 
ner store suffering the added disadvantage that it cannot 
operate on typical corner-store methods because of the 
necessity of obtaining an adequate spread of risk." 


(Brief of Canadian Underwriters! 
Association et al., p. 33) 


With respect to the relationship between size of company and 
ratio of expenses to earned premium income the Director's Statement 
contains the following: 


" . . . Some variation in this ratio (of expenses to 
earned premium income) as between companies natural- 
ly would be expected depending on the size of operations 
and type of automobile insurance written; ¢€.g., lower 
commissions were paid on commercial automobile insur- 
ance and interurban transport, etc. insurance, than on 
private passenger automobile insurance. In fact, the 
range of the ratio between comparable companies is quite 


(1) Report of Royal Commission on Automobile Insurance, Nova 
Scotia, Volume I, September 30, 1957, pp. 20-21. 
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substantial, e.g., as between two companies each writ- 
ing between $1 million and $2 million in automobile in- 
surance in each of the above years, the ratio of one was 
between 15 and 17 percentage points lower than the other 
in each year." 


(Statement, p. 211) 


The brief submitted to the Commission by the Independent 
Automobile and Casualty Conference contains a schedule showing ex- 
penses in relation to net automobile premiums in 1957 and for the 
period 1953-56 for 25 companies. The table is as follows: 


MSGHEDUIE stat 
COMBINED 
(25 Companies) 
LetG lees 
AUTOMOBILE EXPENSE RETURN 
YEAR -.1957 % 


1. Net automobile premiums written in 
All Provinces less return premiums 
and all reinsurance $ 55.324, 2115 


2e Net automobile commissions, less 
reinsurance commissions (including 
profit commissions) $ 9,432,740. 17.69 


3. Automobile Department salaries 
(and pensions) for head office S 2.207, likes 4.14 


4. Unallocated Automobile Claims Ad- 
justment Expenses, ieee. Claims 
Department salaries (and pensions) 
and travelling expenses, including 
expense of automobile maintenance, 
and replacement for all head office 


and branch employees $ 1,880,909. 3.53 

5. All Other Automobile Expenses $ 6,519,897. L225 
- Premium Taxes on automobile 

insurance $ 1,140,158. oes 


TOTAL AUTOMOBILE EXPENSES $21,180,817 39.72 


ee a 


NOTES If Automobile profit commission cannot be segregated, 
include the percentage of profit commission represented 
by the percentage of automobile premium to the total 
premium income. 


For purposes of simplicity and uniformity it is request- 
ed that Item 4 -- Unallocated Automobile Claims Adjust- 
ment Expenses -- and Item 5 -- All Other Automobile 
Expenses -- should be calculated on a pro rata basis, 
namely the percentage that automobile premiums bear 
to premiums in all departments. 


YEAR - 1953 - 1956 


1. Net automobile premiums written in 
All Provinces less return premiums 
and all reinsurance. $189, 674, 647. 


2. Total automobile expenses including 
taxes and commissions calculated on 
a pro rata basis, namely the percent- 
age that automobile premiums bear 
to premiums in all departments. $ 77,015, 450. ‘40. 60 


Gronpsialipaeen seb kh 9) 12, 12g) 3p Al Spgloghte 20,021, 
22 B25 02 4 iS wee ee cess 0, Sle 


DATE: November 7th, 1958. " 


(Brief of Independent Automobile 
and Casualty Insurance Confer- 
ence, Schedule ''A'') 


It will be seen from the explanatory note in the table that 
unallocated automobile claims adjustment expenses and all other auto- 
mobile expenses were prepared on a pro rata basis. Automobile 
profit commission was also to be prorated if it could not be segregated. 
The information given earlier as to the costs of writing automobile in- 
surance in relation to costs in other insurance fields would have to be 
kept in mind in considering the above table. 


The following comment on the use of industry statistics 
for rating purposes is contained in the Director's Statement: 


"Rating is based largely on experience. Most compan- 
ies are dependent, for this experience, on statistics indicating 
the industry's experience. The preparation of industry 


statistics requires that individual companies! statistics 
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be converted to some common basis. The rates upon 

which industry statistics are compiled are Board rates 

and the loss ratio is predicated upon the income from such 
rates, while the expense ratio is purely an arbitrary factor 
which may or may not reflect the experience of any or all 

the companies. In other words, while a statistical computa- 
tion such as the Statistical Exhibit is useful and probably 
necessary in the establishment of a rating program, it should 
be appreciated that the expense factor used as a basis is an 
arbitrary one and the actual expense factor will vary from 
company to company. The loss factor upon which a com- 
pany can profitably operate will vary with the actual experi- 
ence factor. When rates are established, for an individual 
company, based upon a loss ratio so derived, the resulting 
premium rates would be inaccurate to the extent that the 
company's actual expenses differ from the arbitrary expense 
factor used in the statistical compilation. Under the present 
system, in so far as Board rating procedures are concerned, 
if the losses, including allocated adjustment expense, exceed 
63 per cent of earned premiumsincome, sthensarrateinerease 
is indicated and Board rates are binding upon the members. 
Conference rating programs, inturn, are based on the same 
loss and expense factors as Board programs and, as has been 
illustrated, Board rates substantially influence Conference 
rating programs and frequently those of independent companies 
in an even more direct manner. In other words, Board rates 
are to a considerable extent the umbrella under which non- 
member companies! rates are established. 


The explanation given by many companies as to the 
reason why expenses of underwriting automobile insurance 
were not accurately determined was because company books 
of account were designed to facilitate production of annual 
data for the Federal Department of Insurance which did not 
require segregation of automobile expense. Obviously, how- 
ever, the Federal Department is not concerned with rates 
but rather with the financial stability of its licensees and 
therefore of the industry. If a company's overall financial 
position is sound, it is not a matter of concern to the Depart- 
ment that such company is operating profitably on some lines 
and unprofitably on others, so long as its policyholders are 
adequately protected. Notwithstanding that automobile in- 
surance is apparently written at a lower cost than other lines, 
no thought appears to have been made to adjust the expense 
factor, other than by reduction in agents! commissions until 
such a move was prompted by desire to avoid possible govern- 
ment intervention, public objection to high rates and the 
threat of potential competiton of direct writing insurers." 


(Statement, pp. 227-28) 
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4. Some Results of Using Loss-Cost Ratios asa 
Basis of Insurance Rates 


The Director's Statement gives a number of examples of 
the effect of the apportionment of a specific percentage of the pre- 
mium dollar for expenses in leading to wide differences in the dollar 
amounts contributed by different insureds toward expenses. It is 
readily seen that when a uniform percentage is applied to varying 
premium amounts there will be differences in the dollar amounts attri- 
buted to expenses proportionate to the differences in the amounts of 
the total premiums. Likewise when a percentage increase is made 
in premium rates because of a higher loss ratio both the loss portion 
and the expense portion will be increased proportionately to the scale 
of increase. The question thus arises whether expenses of conduct- 
ing the business of automobile insurance vary directly with the amount 
of the premium. It is true that some expenses such as premium tax- 
es are directly related to the premium rate and in the case of Board 
companies association dues are also a factor of the premium. When 
the agent's commission is a percentage of the premium this expense 
item is also directly related but this raises the further question 
whether the agent's expenses vary directly with the premium. 


The following observation is made in the Director's State- 
ment: 


" . . « when rates are increased on the basis of 
past experience and on the basis of the arbitrary loss- 
cost ratio, inequities frequently result. . ."' 


(Statement, p. 303) 


The brief of the C.U.A. makes the following comment on 
the Director's observation: 


"The Director, in making this observation, which 
is a statement of fact, overlooked the reasons why rates 
are higher in one territory than another. The most ob- 
vious reason is a higher claim frequency, but there may 
also be a higher cost of claim. A higher claim frequency 
obviously means greater expense in handling individual 
claims. A high average cost of claim necessitates more 
careful scrutiny of individual claims and more claims sup- 
ervision expense. Whichever is the reason for the higher 
rate, business in the territory concerned is more hazardous; 
calls for more intense underwriting scrutiny; and will absorb 
more of the time of officials engaged in general administra- 
tion. Further, the higher the hazard (which is, obviously, 


84607-1—133 
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measured by the premium rate) the more liable the ex- 
perience is to violent fluctuation, and the greater are the 
margins which the Company must maintain; the greater, 
also, is the profit allowance which the Company deserves 
for carrying the risk. Finally, premium taxes beara 
direct relationship to premium rate. 


Thus, the major part of the expense factor is, of its 
very nature, directly or indirectly related to the size of 
the loss factor and, hencé,, theipremium rate. “isc. 


(Brief of Canadian Underwriters! 
Association et al., p. 36) 


The effect of applying an average rate of increase to both 
loss and cost elements in the premium was considered in the Hodgins 
Report previously referred to. Automobile insurance rates had been 
increased at that time and in referring to the average overall increase 
of 31 per cent the Report stated: 


"To this extent the increase thus made to the provi- 
sion for expenses establishes, in my judgment, in view 
of all the evidence, an unusual and unscientific addition to 
the 1929 rates, and so makes them to that extent unreason- 
able. From the beginning to the end of the evidence no 
suggestion or hint has been given of any other distribution, 
or that the 31% average increase was wholly or in part, re- 
quired for expenses, and no ground whatever is made for 
the increase of 31% in regard to any items of expense -- 
except for Acquisition Cost -- and that answer was only 
that 30% is the Bureau's Commission rate. That is no ans- 
wer whatever as to its reasonableness. 


By the increase the agent's commission went up and 
each of the other items likewise without any attempt at 
justification, whereas the unincreased amounts have all 
along been represented as satisfactory to the agents and the 
companies concerned." (1) 


The conclusion expressed in the Hodgins Report is refer- 
red to in the memorandum of June 30, 1952 entitled ''Automobile Rate 
and Commission Structure'', which was attached to a circular from 


(1) Report on Automobile Insurance Premium Rates, King's Printer 


(Ontario), 1930, pp. 50-54% 
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the Chairman of the Dominion Board Automobile Committee and has 
been mentioned previously. The memorandum proposed the introduc- 
tion of a fee basis to cover costs which do not vary directly with loss 
experience. The memorandum stated: 


ere The Committee consider that the Industry's main 
problem is that of producing an adequate market for all 
reasonably insurable risks. They believe the present 
extreme stringency of the market results from an inade- 
quacy of the general rate level, and that the stringency 
will continue until rates of premium make adequate pro- 
vision for anticipated loss costs. In recent years, loss 
costs have risen rapidly. The Industry has been reluctant 
to impose the increases in premium which known increases 
in loss costs required, and still more reluctant to give 
full credence to trend, so as to bridge the two year gap 
between the latest business for which statistics are avail- 
able and the business to which the rates will apply. 


Die This reluctance to promulgate rates allowing adequate- 
ly for anticipated loss costs is a result of the criticism of 
rising Automobile insurance rates which the industry has 
had to face from all directions. If that criticism were 
directed only against the loss cost portion of the premium 
rate, the Industry would have a perfectly good defence 
which the man in the street could understand and accept; 
the general public may not be fully aware of the financial 
effect of the growing toll of road accidents, but is quite 
aware of that growth. The Industry is not, however, in 
so strong a position with regard to the expense factors. 
Twenty years ago, Mr. Justice Hodgins said that he could 
understand the reason for an increase in the claims cost 
part of the premium, but not for a pro rata increase in 
the expense cost part. Although today we have to face 
costs which have increased considerably since Mr. Justice 
Hodgins made that comment, it is still impossible to justi- 
fy an increase of 25% in expense loadings, only because 
there is an increase of 25% in loss costs; it is even more 
clearly impossible to justify expense loadings in territory 
'A' being twice what they are in territory 'B', just because 
the loss cost in the former territory is twice what it is in 


the ilatter.!' 


The memorandum then went on to suggest a scale of 
agents! fees for bodily injury and property damage insurance with a 
lower fee applying in those provinces with safety responsibility laws 
and presumably a higher proportion of insurance coverage. 


The memorandum continue as 
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"66 The Committee believes that the arguments in favour 
of a fixed fee for the Agent in lieu of his present commis- 
sion, apply equally to the provision for the Company's ad- 
ministration expenses; there seems no reason why increas- 
ed loss costs in one territory as compared with another 
should involve the policyholder in the first territory in mak- 

ing a contribution to the Company's general expenses great- 

er than that of the policyholder in the second territory and 
possibly considerably greater than the actual cost of putting 
his policy on the books and maintaining it there. However, 
part of the 'expenses' incurred by the Company consist of 
taxes and Board assessments which are directly related to 
premium income, while the allowance for profit and con- 
tingencies which the Companies are entitled to expect should 
clearly be related to the extent of the hazard, which is measur- 
ed by the premium rate. Therefore, the Committee con- 
sider that the rating formula to be used in the future should 
be based on the assumption that the allowance to the Com- 
panies for their general administration expenses should be 
a flat fee equal to that allowed to the Agent for the territory 
in question, together with 4% of the premium to cover taxes 
and Board assessments, and 5% to cover profit and con- 
tingencies. The Committee is convinced that the routine 
work of the Companies is greater than that of the Agents, 
and that the Companies are being generous in limiting them- 
selves to the same flat fee and cannot be expected to forego 
a proper allowance for profit and contingencies." 


As previously mentioned, the changes in the rating pro- 
gram for 1953 were not made along the lines proposed in this memo- 
randum but were accomplished by a reduction in the percentage rate 
of agents' commissions and in the expense factor, thus resulting in 
the loss-cost ratio of 63-37. 


CHAPTER X 


DISTRIBUTION OF AUTOMOBILE INSURANCE BUSINESS 
AMONG BOARD, CONFERENCE AND INDEPENDENT 
COMPANIES 


The Director's Statement contains figures showing, for 
each of the three years, 1950, 1951 and 1952, for each of the several 
provinces and for Canada as a whole, the total net automobile insur- 
ance premiums written by the various classifications of insurance 
companies, viz., Board companies, Conference companies, independ- 
ent companies and Saskatchewan Government Insurance Office. It 
will be remembered that there is no Conference organization in any of 
the four Maritime or Atlantic Provinces, the distribution in those 
provinces being between Board and independent or non-Board com- 
panies. Further, the great majority of the Saskatchewan Government 
Insurance Office's business is written in the Province of Saskatche- 
wan. 


The Director's figures also give the percentage of the to- 
tal premiums written in each of those years in each province and in 
Canada as a whole, by each classification of company. 


The Commission desired to obtain a more up-to-date 
picture of the evolution of market shares between the various classi- 
fications of companies, without engaging in a major statistical in- 
vestigation. It was felt that figures for one additional year, LOST, 
which proved to be the most recent year for which complete figures 
were available, would be adequate for this purpose. To obtaina 
complete picture it was considered necessary to obtain the amount of 
net automobile premiums written in each province of Canada by each 
and every company transacting automobile insurance business in 
Canada. 


For this purpose it was found that the Annual Report of 
the Superintendent of Insurance for Canada was inadequate, since it 
does not contain individual company figures for companies licensed 
by the provinces, and since it does not give a breakdown of the in- 
dividual companies! business by provinces, but only the provincial to- 
tals of all Dominion registered companies. The Commission has 
therefore relied mainly upon the Annual Reports of the provincial 


Superintendents of Insurance. 


Full information with respect to seven provinces for 1957 
was available in the annual reports of their respective Superintendents 
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of Insurance. The remaining provinces were Nova Scotia, Prince 
Edward Island and Manitoba. In Nova Scotia and Prince Edward 
Island no annual reports are published. However since only Domin- 
ion registered companies are licensed to do business in those 
provinces, complete coverage of the required information was obtain- 
ed from the company reports filed in the office of the federal Superin- 
tendent of Insurance. For Manitoba, where the provincial report 
deals with premiums earned, rather than with net premiums written, 
figures for Dominion registered companies were likewise obtained 
from the office of the federal Superintendent of Insurance and those 
for provincially authorized companies were obtained directly from 
the Superintendent of Insurance for Manitoba. 


While some slight inaccuracies may exist in the figures 
the Commission has obtained, we are satisfied that they are substan - 
tially correct. Comparison of the total of premiums for Canada ob- 
tained in this way with the total given in the Report of the Superintend- 
ent of Insurance for Canada for the year 1957, shows the former is 
somewhat greater than the figure in the report, i.e., $263,675,672 
as compared with $256, 747,317. The difference is $6, 928, 355 or 
about 2.7 per cent. Most of this difference arises from the fact that 
the federal Superintendent's figures for 1957 include only the voluntary 
premiums of the Saskatchewan Government Insurance Office, while the 
figures obtained by the Commission include also the compulsory pre- 
miums of that office, which in 1957 amounted to $5, 441, 380. 


The Commission further desired to ascertain as nearly as 
possible what changes had occurred in company affiliation in this and 
other provinces during this period. For this purpose a careful analy- 
sis of the relevant information contained in the issue of Canadian Un- 
derwriter of April 15, 1958 was made. This document gives a sum- 
mary of the business experience of each company doing business in 
Canada in 1957, and indicates whether it was a Board or non-Board 
company. It also indicates with which of the Board Associations and 
Conferences in the several areas of Canada each company was affili- 
ated. The Commission believes the data in this document is reason- 
ably accurate. The information thus obtained concerning company af- 
filiation was then compared with the figures in the Director's State- 
ment ior, 1952, 


Our opinion that the figures obtained as outlined above are 
reasonably accurate is confirmed in part by particulars furnished the 
Commission during the inquiry by the Provincial General Insurance 
Agents of Nova Scotia for that province and the brief of the C.U.A. in 
respect of Ontario. The Nova Scotia agents! organization stated that 
the premiums of Board companies in 1957 amounted to $4, 339, 127 
out of a total of $7,534,062 for the province. This is about 57.6 per 
cent. The figure derived by the Commission, based on a total of 
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$7, 534, 063 for 1957, and on Board membership in 1957 is 59.4 per 
cent, a difference of 1.8 per cent, which is not regarded by the Com- 
mission as being of great significance. The brief of the C.U.A. gave 
the proportion of Board business in Ontario for 1956 as 34.8 per cent. 
The figure derived by the Commission for 1957 is 34.7 per cent, which 


suggests that the change from year to year in that large province is 
not of great magnitude. 


It must be noted that the figures derived by the Commis- 
sion can only be regarded as approximate and not exact. Throughout 
the balance of this chapter this fact is repeatedly indicated by the use 
of the word "about". 


In the tabulations which follow, the figures for the years 
1950-52 are taken from the Director's Statement, and the figures for 
1957, derived from the sources indicated, are then given. The 
provinces are dealt with separately, commencing with Newfoundland 
and moving westward to British Columbia. Finally, the figures for 
the whole of Canada are given. 


1. Newfoundland 


Net Premium Income 


Total 

Net 

Board % of Non-Board % of Premium 
Year Companies Total Companies Total Income 

$ $ $ 
1950 570, 361 Bley 128,012 18.3 698, 373 
1958 658, 872 83.0 1357101 17.0 793,913 
1952 > 167 7836 77-8 33:3; 045 Lash ly, 500,382 
25890,509 80. 1 596,158 1a 2,992 ure 

(Statement, p- 22) 

by her 1,306,016 A651 1,528,888 53.9 2.8355, 504 


The figures from the Director's Statement show clearly 
that in the years 1950-52 about 80 per cent of the automobile insurance 
business in Newfoundland was written by Board companies. The State- 
ment contains additional information concerning this period as follows: 


About 97 per cent of the remaining business was written 
by three companies, the General Exchange Insurance Corporation, the 
Lloyds Underwriters, and the Dominion of Canada General Insurance 
Company. The premium rates charged by Lloyds were in some cases 
the same as Board company rates, in others slightly higher or lowe>. 


- 186 - 


The rates of the other two companies, accounting for 62 per cent of 
the non-Board business, were either the same or substantially the 
same as Board company rates. It should be noted that in 1952 the per- 
centage of business written by Board companies dropped from 83 per 
cent inul 951 tow/.476 per cent. 


In 1957 a very different picture is shown. Board company 
business had increased in terms of dollars, about $139,280 or 11.9 
per cent, but the percentage of business written by Board companies 
had dropped sharply, from 77.8 per cent in 1952 to 46.1 per cent in 
1957. Non-Board or independent company business, which from 1951 
to 1952 had increased, in terms of dollars, from $135,101 to about 
$330,000, and percentagewise from 17 per cent to 22.2 per cent, 
showed a tremendous increase in 1957. In terms of dollars the busi- 
ness written by independent companies was about $1,528, 888, over 
four and one-half times that in 1952, and percentagewise it had grown 
from 22.2 per cent to about 53.9 per cent of the provincial totals. 


Information concerning company affiliations, derived by 
the Commission from the sources described above, indicates that, of 
the companies classified by the Director's Statement as Board com- 
panies in 1950-52, 17 were independent in 1958. These companies had 
net premiums written in 1957 amounting to about $90, 000. 


2e Prince Edward Island 


Net Premium Income 


Total 

Net 
Board %iof. Non-Boardig ore. )) Premium 

Year Companies Total Companies Total Income 

$ $ $ 
1950 244,650 89.8 27, 843 10.2 272,493 
1931 2837925 87.6 40,004 12.4 524,929 
1952 315,994 92.11 Pips Beet (AT 7.3 405,711 
904,169 90.3 97,564 9.7 Lb, 001 733 

(Statement p. 273) 

L957 437,687 68.4 202, 682 3146 639,969 


The figures from the Director's Statement show that in 
the years 1950-52 about 90 per cent of the automobile insurance pre- 
miums in this province were written by Board companies. In those 
years only two significant non-Board companies were selling in this 
market, viz., the London & Edinburgh Insurance Company Limited, 
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which discontinued writing in Prince Edward Island in 1952, and the 
General Exchange Insurance Corporation. In 1952 the latter company 
sold 91 per cent of the non-Board insurance and, as in Newfoundland, 
its rates were substantially the same as Board rates. It is noted that 
in 1952 the percentage of the total automobile business written by 
Board companies increased from 87.6 in 1951 to 92.7 in 1952, this 
increase probably being due to the withdrawal from the field of the 
London & Edinburgh Insurance Company, which in 1950-51 had written 
about 62 per cent of the non-Board business. 


In 1957, as in Newfoundland, a very different picture ap- 
pears. Board company business had increased in terms of dollars, by 
about $61,693 or 16.4 per cent, but the percentage of business written 
by Board companies had dropped from 92.7 per cent in 1952 to about 
68.4 per cent in 1957. Non-Board or independent company premiums 
had increased in dollars from $29, 717 to about $202, 282, and percent- 
agewise from 7.3 per cent in 1952 to about 31.6 per cent in 1957. 


Our information concerning continuity of Board member- 
ship indicates that 41 companies classified as Board companies in 
1952, were classified as independent in 1958. Many of these compan- 
ies wrote very small amounts of insurance in 1957, when the total net 
premium income of the 41 was only about $92,000. It also appears 
that only 3 of these 41 companies were clas sified as independent in 
Ontario in 1958. 


3. Nova Scotia 


Net Premium Income 


Total 
Net 
Board % of Non-Board % of Premium 
Year Companies Total Companies Total Income 
$ $ $ 
1950 3,089, 343 80.4 153, 203 19.6 3, 842,596 
1951 2,935, 216 79.2 770,377 20.8 3,705,593 
1952 3, 758, 666 80.1 933,360 90s9 4,692, 026 
9, 783, 225 79.9 2,456,990 20.1 12,240, 215 
(Statement, p- 274) 
1957 4,477, 983 59,4 3,056,080 40.6 7,534, 063 


The figures from the Director's Statement show that in 
the years 1950-52 about 80 per cent of the automobile insurance pre- 
miums in Nova Scotia were written by Board companies, and also that 
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there was very little percentage variation during that period. In addi- 
tion, the Director's Statement states that the rates of five non-Board 
companies, accounting for 60 per cent of the non-Board business in 
this period, were substantially the same as Board rates. 


Once again, a substantial change in the picture is seen in 
1957. Board company business had increased in terms of dollars 
from $3, 758,666 in 1952 to about $4, 477, 983 in 1957, but Board com- 
pany share of the total automobile insurance business in Nova Scotia 
had dropped from 80.1 per cent in 1952 to. about 59.4 per centiin 1957. 
Non-Board or independent company premiums had increased in dollars 
from $933,360 in 1952 to about $3,056,080, and percentagewise from 
19.9 per cent in 1952 to about 40.6 per cent in 1957. 


Our information concerning continuity of Board member- 
ship indicates that 13 companies classified as Board companies in 1952 
were independent in 1958, and that these 13 companies wrote premiums 
in 1957 of about $600, 000. 


4. New Brunswick 


Net Premium Income 


Total 
Net 
Board % of Non-Board % of Premium 
Year Companies Total Companies Total Income 
$ $ $ 
1950 Nets ee 88.7 250, 428 Lig) Becieesor 
1951 2,294, 422 88.3 3025573 lial 42.256965:995 
1952 Le Ooo yl 15 86.7 442, 859 Lot 3536050 04 
1, 145910 87.8 995, 860 Lene 8, Lk, Gao 
(Statement, p. 275) 

WORT, 4,340, 381 69.4 1.913, 403 30268 6,2537 784 


The figures from the Director's Statement show that in the 
years 1950-52 about 88 per cent of all automobile insurance premiums 
in New Brunswick were written by Board companies, a drop of about 
2 per cent occurring between 1950 and 1952. The Director's State- 
ment further states that the rates of four companies, which accounted 
for approximately 36 per cent of the non-Board business, were sub- 
stantially the same as Board rates. 


As in the case of the other provinces dealt with above, a 
substantial change is seen in 1957, though the trend to independent 


a GG « 


companies is not so pronounced. Board company premiums had in- 
creased in terms of dollars from $2, 883,115 in 1952 to about 

$4, 340,381, but Board company share of the total automobile insur- 
ance business in New Brunswick had dropped from 86.7 per cent in 
1952 to about 69.4 per cent in 1957. Non-Board or independent com- 
pany premiums had increased in dollars from $442, 859 in 1952 to 
about $1,913,403 in 1957, almost the same increase as that of the 
Board companies. However, percentagewise, the share of non-Board 
companies had increased from 13.3 in 1952 to about 30.6 in 1957. 


Our information concerning continuity of Board member- 
ship indicates that 7 companies that were classified as Board com- 
panies in 1952 were independent in 1958, and that their net premium 
income written in 1957 was $78, 327. 


5. Quebec 
Net Premium Income 
Total 
Net 
Board % of Conference % of Independent % of Premium 


Year Companies Total Companies Total Companies Total Income 


Leen LeEneneeennemed eS ER ER 


$ $ $ $ 


7950 125858,673 46.0 7,084,562 25.3 8,024,119 28.7 27,967, 354 
1951 14,900,026 45.0 8,132,608 24.6 10,046,305 30.4 33,078,939 
1952 17,815,578 44.5 8,788,979 22.0 13,412,588 33.5 40,017, 145 


_—_ ee EE 


45,574,277 45.1 24,006,149 23.8 31,483,012 31.1 101, 063, 438 


ee EEE SS Se 


(Statement, p. 276) 


1957 23,682,959 32.0 11,310,303 15.3 38,973,091 52.7 73,966, 353 


The figures in the Director's Statement indicate that in the 
years 1950-52 Board companies enjoyed less than half of the total busi- 
ness, a position different from that which prevailed in the four Atlantic 
Provinces. In those years Board companies wrote about 45 per cent 
of all automobile insurance premiums in the province, Conference com- 
panies about 24 per cent and independent companies about 31 per cent. 
In terms of dollars the premiums of all three groups increased each 
year, but percentagewise Board company business dropped about 1.5 
per cent and Conference company business over 3 per cent, while in- 
dependent company business increased almost Sper Cent. 


Once again, a substantial change is seen in 19575. in 
terms of dollars the business of all three groups had increased, but 
percentagewise Board company business had dropped from 44.5 per 
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cent in 1952 to about 32.0 per cent in 1957, and Conference company 
business from 22 per cent in 1952 to about 15.3 per cent in 1957, 
while independent company business had increased in the same period 
from 33.5 per cent to about 52.7 per cent. 


Our information concerning continuity of Board member- 
ship indicates very little change in this province between 1952 and 
1958. It appears that four companies which were classified as Board 
companies in 1952 were independent in 1958, and that in 1957 their net 
premium income was $23,476. 


63). sOntario 
Net Premium Income 


Total 
Net 
Board % of Conference % of Independent % of Premium 
Year Companies Total Companies Total Companies Total Income 


| 
ES 


$ $ $ $ 


1950 20,666,290 47.6 16,516,916 38.0 6,236,222 14.4 43,419,428 
1951 23,062,724 46.2 19,532,866 39.1 7,355,766 14.7 49,951, 356 
1952 29,243,848 45.6 23,334,321 36.4 11,507,022 18.0 64,085,191 


ae, —_- 


eS eS RR 


(Statement, p. 277) 
1957 35,640,841 34.7 30,642, 868 29.8 36,396,151 35.5 102, 679, 860 


The figures in the Director's Statement indicate that in 
the years 1950-52 Board companies wrote about 47 per cent of the total 
automobile insurance premiums in Ontario, Conference companies 
about 38 per cent, and independent companies about 16 per cent. They 
also indicate that from 1950 to 1952 the share of the business held by 
Board companies dropped 2 per cent, and that of Conference companies 
1.6 per cent, while that of independent companies increased 3.6 per 
cent. In each year, in terms of dollars, the business of all three 
groups had increased. 


In 1957 the same trend is apparent as in the provinces 
east of Ontario. In terms of dollars we see that the business of all 
three groups had increased, but as percentage shares of the market, 
the business of Board companies had dropped from 45.6 per cent in 
1952 to about 34.7 per cent in 1957 and that of Conference companies 
from 36.4 per cent in 1952 to about 29.8 per cent in 1957, while that of 
independent companies had risen from 18 per cent in 1952 to about 
35.5 per cent in 1957. In the latter year independent companies wrote 
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about $755, 310 more in premiums than the Board companies. 


Our information concerning continuity of Board member- 
ship shows very little change between 1952 and 1958 in Ontario, as in 
Quebec. It appears that four companies classified as Board Mayet 
ies in 1952 were independent in 1958. Two of these companies retired 
from the automobile insurance field in 1958. The other two had net 
written premiums in 1957 of about $236, 785. 


7. Manitoba 


Net Premium Income 


Total 
Net 
Board % of Conference % of Independent % of Premium 
Year Companies Total Companies Total Companies Total Income 
$ $ $ $ 


1950 3,138,235 60.7 938,939 18.1 1,096,879 21.2 5,174,053 
1951 3,496,809 59.0 1,015,188 17.2 1,411,963 23.8 5,923,960 
1952 4,341,744 57.5 1,216,579 16.1 1,988,947 26.4 7,547,270 

10,976,788 58.9 3,170,706 17.0 4,497,789 24.118, 645, 283 


i eee 


(Statement, p. 278) 
1957 4,445,188 43.6 1,964,574 19.3 3,791,029 37.1 10,200,791 


The figures in the Director's Statement indicate that in 
the years 1950-52 Board companies wrote about 59 per cent of all the 
automobile insurance premiums in Manitoba, Conference companies 
about 17 per cent, and independent companies about 24 per cent. They 
further indicate that the share of the market enjoyed by Board com- 
panies and Conference companies declined during the period, while 
that of independent companies increased about 5 per cent. 


Once more we find the same changing picture in 1957 as 
in other provinces. In terms of dollars the business of all three 
groups had increased between 1952 and 1957, but as shares of the 
market, Board company business had dropped from 57.5 per cent to 
about 43.6 per cent. Conference company business had risen from 
16.1 per cent to about 19.3 per cent. Likewise that of independent 
companies had increased from 26.4 per cent to about 37.1 per cent. 


Our information concerning continuity of Board member- 
ship indicates that 20 companies which in 1952 were classified as 
Board members in Manitoba, were independent in 1958, and in 1957 
their net premiums written amounted to about $369, 817. 
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The Director's figures indicate the dominant position of 
the Saskatchewan Government Insurance Office in the field of automo- 
bile insurance in Saskatchewan during the years 1950-52. This domin- 
ance is largely due to the fact that certain coverages of automobile in- 
surance are compulsory in that province, all such compulsory insur- 
ance being written by the Government Insurance Office, and amounting 
to about 60 per cent of all net premiums. However, in addition to 
compulsory insurance, the Saskatchewan Government Insurance Office 
sells coverage on a voluntary basis, and in each of the years 1950-52 
its net premium income from voluntary insurance was substantially 
greater than that of any of the other groups of companies. Thus in 
1950 its net premium income from voluntary insurance accounted for 
about 14 per cent of total net premium income in the province and in 
1952 for approximately 20 per cent. 


During these years the Director's figures further indicate 
that in terms of dollars the total Board company business was about 
the same in 1952 as in 1950, while that of Conference and independent 
companies had increased, as had that of the Government Office. Per- 
centagewise the business of Board companies had dropped from 11.8 
per cent in 1950 to 8.9 per cent in 1952, that of Conference companies 
was 4.2 per cent in both years, that of independent companies had in- 
creased slightly, from 8 per cent in 1950 to 8.3 per cent in 1952, and 
that of the Saskatchewan Government Insurance Office had also increas- 
ed slightly, from 76 per cent in 1950 to 78.6 per cent in 1952. 


In 1957 no substantial change had occurred in the relative 
position, indicating the continuing dominant position of the Government 
Insurance Office. 


The compulsory insurance scheme removes a large seg- 
ment of automobile insurance business from the arena of competition, 
and subjects that segment to a system of governmental regulation of all 
aspects of the business, including premium rates. In order to indicate ~ 
the distribution of competitive automobile insurance business in 
Saskatchewan the Director's Statement contains a table showing the 
percentage shares of voluntary insurance premiums written in the 
years 1950-52, as follows: 


Board Conference Independent Sask. Govt. 
Year Companies Companies Companies Ins. Office 
% % % % 
1950 ales 11.1 Z1el 36.6 
1951 25.4 ees 20.9 42.1 
1952 21.2 9.9 19.9 49.0 
1950-52 Lon 10.8 Z20.5 43.4 


—_—_—_— eee 


(Statement, p- 280 ) 
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This table shows that the percentage of business on a voluntary basis 
written by Board companies declined substantially during this period, that of Con- 
ference and independent companies slightly, and that of the Saskatchewan Govern- 
ment Insurance Office had increased substantially, until in 1952 it amounted to 
almost half of all premium income on a voluntary basis.- 


The situation with respect to insurance written on a voluntary basis 
shows no great change in 1957. As mentioned early in this chapter, the amount 
of compulsory premiums written in 1957 was $5,441,380. If we subtract this figure 
from the total premiums for the year of $8,984,092, we get the following distribu- 
tion of voluntary business for the year: 


Con- Inae-~ 
Board ference pendent Total Net 
Com- % of Com- % of Com- % of Sask.Govt. % of Premium 
Year panies Total panies Total panies Total Ins.Office Total Income 
1957 688,754 19.5 619,409 17.5 706,465 19.9 1,528,084 43.1 3,542,712 


The only noteworthy changes between the percentages in 1952 and 
those in 1957 are that the share of Conference companies had increased from 9.9 
per cent to about 17.5 per cent, most of the gain being at the expense of the Govern- 
ment Office, whose share had dropped from 49 per cent to about 43.1 per cent. 


Our information concerning continuity of Board membership indicates 
that 7 companies which in 1952 were classified as Board members in Saskatchewan, 
were independent in 1958, and in 1957 their net premiums written amounted to 
$5, 202. 


9. Alberta 
Net Premium Income 

Total Net 

Board % of Conference %of Independent % of Premium 

Year Companies Total Companies Total Companies. Total Income 

$ $ $ $ 
1950 4, 828, 292 6153 1,328, 834 16.9 WPCA ary Tar), 21.8 7, 869, 896 
1951 585,500 58.7 ly 7099325 Lia? 2,228,016 23) 4 9,522, 642 
LOE: 7,109, 507 5G. 7 2, 414, 661 Lee 39 DEA RID (asye Tf 13,708,957 
18, 183, 100 NAS Dye Ben evAy ive oS 7,405,575 24.0 31,101, 495 
(Statement, p. 280) 

L957 J105282, 516 47.4 3, 305,927 1 Seid isi eran (hei 37.4 21,710, 724 


jes. 


provinces east of Saskatchewan. 
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The figures in the Director's Statement indicate that in the period 
1950-52 Board companies sold 58.5 per cent of automobile insurance in Alberta, 
Conference companies 17.5 per cent and independent companies 24 per cent. 
They show further that there was some decline in the share of the market held by 
the Board companies, a very slight increase in the share held by Conference 
companies, and a more significant rise in the share held by independent compan- 


In 1957 the figures reveal the same trend as was observed in all the 


In terms of dollars the premiums written by all 


three groups increased, but the gain recorded by independent companies was much 


greater than that by the other groups. 


Percentagewise, the share of the business 


held by Board companies had dropped from 56.7 per cent in 1950 to about 47.4 per 
cent in 1957, that of Conference companies from 17.6 to about 15.2 per cent, 
while that of independent companies had risen from 25.7 per cent to about 37.4 
per cent. 


10. 


Year 


1950 
1951 
1952 


1957 


Our information concerning continuity of Board membership indicates 
that 7 companies which in 1952 were classified as Board members in Alberta, 
were independent in 1958, and in 1957 their net premiums written amounted to 
$840, 380. 


Board 


Companies 


$ 


6, 189,793 
6, 659, 365 
9, 105, 864 


21, 955, 022 


12, 514, 128 


British Columbia 


% of 
Total 


47.8 
47.9 
50.2 
48.8 


43.4 


Net Premium Income 


Conference 


Companies 


$ 


5,457,214 
5, 682,935 
6, 132, 465 


L7,272,014 


6, 441, 505 


A Ciel 


Independent 


Companies 


$ 


13930815 
1,548, 704 
2,900, 539 
5, 762, 558 


9,914, 899 


% of 


Total 


10.1 
Way 72 
16.0 
12.8 


(Statement, p. 281) 


34.3 


Total Net 
Premium 
Income 


$ 


12, 960, 322 
13, 891, 004 
18, 138, 868 


44,990,194 


28, 870, 532 


The figures in the Director's Statement indicate that in the period 1950- 
52, 48.8 per cent of automobile insurance premiums in British Columbia were writ- 
ten by Board companies, 38.4 per cent by Conference companies, and 12.8 per cent 


by independent companies. 
shares held by Board and independent companies had increased, while that of Con- 
ference companies underwent a substantial decline. 


84607-1—14}3 


They indicate further that between 1950 and 1952 the 
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The figures for 1957 indicate that in a much larger market 
all groups had increased their business in terms of dollars. Percent- 
agewise, the familiar trend toward independent companies is once 
more in evidence. The share of Board companies had dropped from 
50.2 per cent in 1952 to about 43.4 per cent in 1957, and that of Con- 
ference companies from 33.8 per cent to about 22.3 per cent, while 
that of independent companies had risen substantially, from 16 per 
cent in 1950 to about 34.3 per cent in 1957. 


Our information concerning continuity of Board member- 
ship indicates that 8 companies, which in 1952 were classified as 
Board members, were independent in 1958, and that in 1957 their net 
premiums written amounted to $525, 320. 


ll. Canada 


The record for each of the ten provinces of Canada which 
has been outlined in this chapter indicates what may be expected when 
we examine the automobile insurance business done by the several 
groups of companies in Canada as a whole. The Director's Statement 
gives the figures for the years 1950-52, as follows: 
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The Director's figures indicate that in the years 1950-52 
Board companies wrote 49 per cent of the automobile insurance pre- 
miums in Canada, Conference companies 28.1 per cent, independent 
companies 20.5 per cent and the Saskatchewan Government Insurance 
Office 2.4 per cent. They indicate further that the shares of the mar- 
ket held by Board and Conference companies declined slightly, while 
that held by independent companies increased significantly. 


In 1957 the trend indicated by the Director's figures is 
shown to have continued. While the business done by all groups had 
increased in terms of dollars their relative shares of the market had 
altered considerably. The share held by Board companies had drop- 
ped to about 37.1 per cent and that held by Conference companies to 
about 20.6 per cent, while that held by independent companies had in- 
creased to about 39.7 per cent, being greater than the percentage 
held by Board companies. The share held by the Saskatchewan Govern- 
ment Insurance Office had increased very slightly. 


The most significant comparative fact disclosed by the 
1957 figures is that whereas in 1952 the business done by Board com- 
panies was more than twice as great as that done by independent com- 
panies, in 1957 the business done by independent companies had in- 
creased so greatly that, in a much larger total market, it exceeded 
the business done by Board companies. 


During the period 1952-58, in all provinces, a number of 
companies which were classified in 1952 as Board companies, were 
classified in 1958 as independent. In some provinces, e.g., Prince 
Edward Island, Nova Scotia and Manitoba, the number of companies 
which abandoned Board affiliation was substantial, and in a number of 
provinces the dollar amount of premiums written by such companies 
appears to be significant. However, the great majority of the business 
increase recorded by independent companies in this period did not re- 
sult from change in affiliation. It resulted from very substantial gains 
by companies that were not Board members either at the beginning or 
at the end of the period. In particular, a few companies, notably di- 
rect writing companies recorded spectacular increases in premiums 
written. 


It must be remembered, in examining this question of rel- 
ative business gains, that the total amount of premiums written in 
Canada doubled between 1952 and 1958, being about $152,000, 000 in 
1952 and about $306,000, 000 in 1958. Consequently, unless a com- 
pany succeeded in more than doubling its premium income during this 
period, its relative share of the total market would not be greater in 
1958 than in 1952. Recognizing this fact it is still remarkable to find 
that one direct writing company, Allstate, which was just entering the 
Canadian market in 1952, with premiums written of $6,309, had ex- 
panded so rapidly that in 1958 the corresponding figure was $13, 086, 430, 
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being the second highest company total in Canada in that year. Another 
direct writing company, State Farm, increased its written premiums 
from $963,615 in 1952 to $4, 827,090 in 1958, a fivefold increase. A 
few other independent companies had large and increasing written 
premiums, one of them, Lloyds, being the only automobile insurer in 
Canada whose total was greater than that of Allstate in 1958. 


CHAPTER XI 


APPRAISAL OF THE EVIDENCE 


The contents of the Statistical Exhibit or Green Book have 
been outlined in Chapter VIII. The Commission is in complete agree- 
ment with the view that the nature of the automobile insurance business 
is such that, for the great majority of insurers, detailed statistical 
information similar to that contained in the Green Book is necessary if 
they are to have a reasonable chance to carry on their business, on 
the one hand, with safety to themselves and, on the other, without over- 
charging some or all of their policyholders. Acceptance of this basic 
fact of the automobile insurance business, however, does not imply 
that all the activities of companies or organizations which make use of 
the material in the Green Book are in the public interest. Some of 
these activities, as disclosed in the evidence, will be examined in this 
chapter. 


as Rating Bureaus 


In Chapter VIII we have seen that for Board companies 
throughout Canada the C.U.A., W.C.I.U.A. and B.C.U.A. act as 
rating bureaus, whose rate tables are binding on Association members, 
and that the three Conference organizations likewise prepare tables of 
rates which are described as recommended or basic but not compulsory. 
Further, the Masten, Hodgins and Read Reports all regard rating 
bureaus as necessary and desirable in the public interest, though all 
three Commissions were of the opinion that rating bureaus should be 
subject to public control of some sort. Similarly, in the United States 
the weight of opinion is heavily in favour of rating bureaus, whose acti- 
vities are today generally subject to some degree of regulation or con- 
trol by State legislation. 


The principal arguments advanced in favour of rate fixing 
by rating bureaus may be stated as follows: 


1. They are necessary to prevent insolvency arising from 
premium cutting, the buying public having a vital interest in the con- 
tinuing solvency of the insurer. In this respect the interest of the pub- 
lic is very different from that which arises in sales of property or 
services. 


Ze In the absence of rate fixing by rating bureaus competition 
for sales volume leads to a tendency on the part of insurance companies 
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to quote rates below cost. 


36 Competitive conditions lead to price discrimination, lower 
rates being charged to influential purchasers. 


4. Competition between insurers in respect of premium rates, 
by eliminating the weaker firms, would produce monopoly. 


Historically, it is clear that in the early days of casualty 
insurance on this continent, severe rate cutting followed by the in- 
solvency of companies and losses to policyholders were primarily re- 
sponsible for the setting up of rating bodies. Thus the above argu- 
ments, or some of them, appear to have considerable force in the cir- 
cumstances then existing. It does not follow, however, that some 
practices of rating bureaus are necessary in all contexts at present to 
guarantee the solvency of insurance companies, to eliminate discrimina- 
tion in premium rates, or to prevent monopoly. 


With respect to the insolvency argument we have the Con- 
ference companies, many of whom habitually charge rates set at dif - 
ferentials below Board rates and who have been able to continue in 
business for many years and have not become insolvent. There is no 
doubt some truth in the argument that the Conference companies oper- 
ate under the umbrella of Board premium rates and that they have 
less expense than the Board companies, who share the cost of the 
statistical research program leading to the establishment of Board 
rates. The Commission is not convinced thatthis argument tells the 
whole story, noting that in all three Conferences there are companies 
whose rates vary to a greater or lesser extent from the suggested or 
basic Conference rates. Again we have the independent companies, 
reference to two of whom is appropriate in this connection. Allstate 
Insurance Company and State Farm Mutual Automobile Insurance Com- 
pany, which operate in both the United States and Canada, have been 
able to develop their own rates, operate independently of rating 
bureaus, remain solvent, and grow rapidly in this country over a 
period of several years. 


Since most individual companies have not the resources to 
carry on the statistical research on losses and costs required to en- 
able them to establish premiums adequate to guarantee the continuing 
solvency of the company and to protect the purchaser of insurance, 
and since it would constitute a needless waste of resources and dupli- 
cation of effort for them to do it even if they could, the Commission 
considers that there is a need for rating bureaus to perform this es- 
sential function. On the other hand, there does not seem to be any 
good reason why a company which can demonstrate conclusively that 
its loss experience or its expenses have been consistently lower over 
a period of years than those of the industry as a whole, should not 
deviate from the rates set or suggested by a rating bureau. Companies 
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which are able to effect economies and reduce costs should be permit- 
ted to pass on the resultant savings to purchasers of insurance in the 
form of lower premium rates. The experience of Allstate and State 
Farm indicates that a company that is able to reduce its rates will 
increase its business, thus widening the public benefit. 


There is no evidence before the Commission from which we 
are able to form an opinion concerning the existence or extent of dis- 
crimination in rates as between different purchasers of insurance. We 
are inclined to think that the increasing share of the total market held 
by companies not subject to Board rates suggests there has not been a 
serious problem in recent years arising from unfair discrimination. 
If there had been a problem of this kind it would seem likely that some 
aggravation of it would have accompanied the rapid expansion of non- 
Board business. Should a real problem of unfair discrimination in 
rates arise it could be provided against by Federal or Provincial legis- 
lation or both. Nova Scotia and Ontario already have legislation for 
this purpose, though that of Ontario has not been proclaimed. 


Similarly the Commission has little direct evidence before 
it concerning the danger of monopoly arising from competitive rates 
of premium. Some, at least, of the independent companies are pro- 
viding stiff rate competition for Board companies, and as already 
stated, many of the Conference companies sell at less than Board 
rates. Neither of these circumstances appear to have precipitated 
a rate war, nor do they appear to have brought monopoly in this in- 
dustry any closer. 


ae The Cost Factor in Insurance Rates 


In Chapter IX the cost and loss factors used by the Board 
Associations in setting premium rate levels were explained and the 
history of the cost factor in use by the Board Associations from 1930 
or thereabouts until the 1950's was outlined. It was shown that there 
was considerable variation in the costs of companies engaged in the 
automobile insurance business. It was shown that among 15 Board 
companies the percentage relationship of commissions to net pre- 
miums varied from 0.2 per cent to 23.9 per cent in 1950, from 0.3 
per cent to 23.1 per cent in 1951, and from 0.2 per cent to 24.2 per 
cent in 1952; and that commissions as a percentage of expense varied 
from 1.8 per cent to 66.8 per cent in 1950, from 1.7 per cent to 69.9 
per cent in 1951, and from 1.2 per cent to 67.3 per cent in 1952. Of 
14 companies writing only automobile insurance in the years 1950-52, 
the ratio of expense to earned premium income for two or three com- 
panies was less than 20 per cent and for only two or three companies 
was it more than 45 per cent and this at a time when the Board was 
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using an expense ratio of 47 per cent on private passenger vehicles, 
42 per cent on commercial vehicles, and 34.5 per cent on public ve- 
hicles. It was shown that the Canadian Underwriters! Association 
themselves realized that what was a cost to one company might be 
something else to another; in other words that the use of the various 
factors of production in automobile insurance, such as advertising, 
commissions and other sources of expense might well vary from com- 
pany to company, e.g., one company not paying commissions, another 
doing very little advertising. It was shown that the C.U.A. realized 
that some companies were more efficient than others and that competi- 
tion would favour the more efficient firm at the expense of the less ef- 
ficient. 


It was shown further that many Board companies made no 
segregation of the expenses for their automobile business (except pre- 
sumably for loss adjustment expense), for the period 1950-52, the 
overhead costs of doing the automobile business being mixed up with 
the overhead costs of doing other kinds of insurance business. Thus 
it appears that many of the Board companies did not know, or did not 
know accurately, what their automobile insurance business cost. The 
situation appears to have been the same in the period 1953 to 1957 for 
I.A.C.I.C. companies, Schedule "A" to that Conference's brief in- 
dicating that certain parts of their expenses, as shown, were calculat- 
ed ona pro rata basis, namely, the percentage that automobile pre- 
miums bore to premiums in all departments. 


It was shown further that the Dominion Board Automobile 
Committee realized that the expense factor was unrealistic. 


In addition to the foregoing, which indicates the arbitrary 
and unreliable character of a cost factor set as a fixed percentage of 
the premium, examples from the Director's Statement are referred to 
in Chapter IX which demonstrate that a cost factor so determined pro- 
duces in all circumstances variations in the amounts paid by different 
assureds for the expense portion of their premiums exactly proportion- 
ate to variations in the total premiums. Similarly, when increasing 
losses justify an increase dollarwise in the loss factor in the premium, 
there is an automatic proportionate increase in the cost factor. 


Undoubtedly some items in the cost factor, such as pre- 
mium taxes and agents' commissions (where set as a percentage of 
premium) do vary directly with the premium. It is probably true also 
that more hazardous risks, carrying higher premiums, entail more 
supervision and consideration on the part of management, justifying 
some increase in the amount included in the premium for expenses. 
Risks that carry a greater hazard also justify some increase in the 
amount allowed for profit. On the other hand, the Commission is satis- 
fied on the evidence, particularly the memorandum of June 30, 1952, 
attached to a circular from the Chairman of the Dominion Board Auto- 
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mobile Committee, that some items in the cost factor do not rise and 
fall in direct relation to the loss factor. 


Brief reference should be made in this connection to the 
agent's commission, which constitutes the most important item in the 
cost factor. It was strongly contended at the hearing that the agent's 
services increased with the amount of the premium. In other words, 
where a higher premium is called for, more time and effort on the 
part of the agent is required, both to sell the policy and to collect the 
premium, and therefore a higher commission is justified. There is 
merit in this contention, but there is no evidence to indicate that the 
extra time and effort required is proportionate to the difference in the 
premium. Perhaps no reasonably accurate measure of it is feasible. 


In connection with the whole question of the cost factor, in- 
cluding the agent's commission, the Commission has noted this im- 
portant fact. In provinces which have financial responsibility laws, 
and more particularly in those which have full safety responsibility 
laws, the arguments for increasing the cost factor in line with the loss 
factor, have little validity, at least with respect to public liability 
(bodily injury) and property damage coverage. On this point the memo- 
randumjof Juné, 30, .1952;, referred to above has, this. to.say: 


"The Committee recognizes that in those Provinces 
in which Safety Responsibility Laws are in force, B.I. 
and P.D. cover does not have to be 'sold'; it feels, there- 
fore, that a proper remuneration to the agent would be a 
flat fee to cover his services in forwarding the application 
form to the Company and the cost of any other routine work 
concerned. These costs do not vary with the loss experi- 
ONCE tre mas” 


The final conclusion of the Commission is that the use ofa 
cost factor that is a fixed percentage of the premium results in in- 
equitable contribution to the expenses of the company by insureds. It 
should be pointed out, however, that from the public point of view the 
situation was considerably improved in 1953 when the theoretical cost 
factor was reduced from 47 per cent to 37 per cent of the premium. 

We assume that the method by which this was accomplished resulted 
in substantial savings to the insuring public, since half of the reduction 
involved a 5 per cent reduction in the agent's commission, and at least 
to this extent there was a real reduction in costs. Increases in pre- 


mium rates would no doubt have been greater in the absence of this 
fact. 


ou Agreement on Premium Rates 


The present report (Chapter VIII) summarized the institu- 
tional framework and organization and liaison whereby the Board 
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organizations established their rates and rating programs. It will be 
recalled that the premium rates promulgated by the Board Associations 
annually were the minimum rates which could be charged by Board 
members. In effect this meant that no one would charge any other rate, 
for Board companies which charged premium rates higher than the mini- 
mium rates promulgated would not get business. It will be recalledthat in 
the case of four of the territorial associations their constitutions ex- 
plicitly state that member companies must obey all by-laws, rules and 
regulations and rates promulgated and that, in addition to this general 
requirement, several territorial associations provided an additional 
rule explicitly stating that all Association rules and rates were manda- 
tory. Again, it will be recalled that prescribed policy forms and rat- 
ing classifications were explicitly stated to be mandatory in the case 

of the C.U.A., the W.C.1I.U.A., and the B.C.U.A. Thus it would ap- 
pear that in the Board organizations the minimum premium rates 
promulgated, and which Board members were obliged to charge under 
the fear of having sanctions applied against them by the Associations, 
were fixed and that there was no way of escaping from the charging of 
them if they were to remain members of the Board Associations in 
good standing. This set of requirements effectively eliminated com- 
vetition in respect of premium rates between all Board companies with- 
in the respective territories in which they carried on business. 


The importance of Board premium rates in the period 
1950-52, derived from the detailed information obtained by the Direct- 
or, is analyzed in the following paragraphs: 


On the basis of figures presented in Chapter X, it appears 
that, at the very least, and upon the most superficial appraisal possible, 
the rules of the Board organizations eliminated competition in rates 
from about 49 per cent of the business done in the Dominion of Canada 
in the years 1950-52 inclusive. It can be shown, however, that the 
restriction of competition in rates was even more extensive than this 
if one takes into account, firstly, the provincial picture and, secondly, 
the extent to which Board rates influenced the rates charged by Con- 
ference companies and independent companies. 


From the evidence presented in Chapter X it is clear that 
there was very little automobile insurance sold in Newfoundland in 
the years 1950-52 which was not sold at rates at the Board level; in 
short, not only did Board companies write 80 per cent of the business, 
but Board rates were effective on over 90 per cent. 


Similarly, it is clear from Chapter X that very little auto- 
mobile insurance was sold in Prince Edward Island which was not 
sold at Board rates in the years 1950-52. Inthe year 1952 alone 
Board rates must have been effective on over 95 per cent of the total 
sales. 
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In the case of Nova Scotia, it is clear from Chapter X that 
over 90 per cent of the total automobile insurance business written in 
the years 1950-52 was written at Board rates. 


Similarly, in the case of New Brunswick, it is clear from 
Chapter X that over 90 per cent of the total automobile insurance busi- 
ness in the years 1950-52 was written at rates which were substantial- 
ly Board rates. 


In the case of Quebec, it is at first glance obvious that 45 
per cent of the business in the years 1950-52 was written at Board 
rates, but this is not the end of the matter, for, as was seen in Chap- 
ter V, there was considerable collaboration between the Board com- 
panies and the Conference companies in the matter of premium rates. 
But of the 45 separate rates set by the Eastern Conference for Quebec 
for a 1953 Ford Mainline Fordor Sedan in 1953 for the three specified 
coverages described in Chapter VI only 6 rates were the same as the 
corresponding C.U.A. rates and, although 15 more were less than $1 
lower than the C.U.A. rates, the remainder, or 24, were set at levels 
varying from $1 to $4 below the corresponding C.U.A. rates. More- 
over, a considerable number of Conference companies departed from 
the rates set by the Eastern Conference, particularly on the callision 
and third party liability coverages. Again, Chapter VII showed that 
the influence on the independent and semi-independent companies 
exerted by the Board and Conference rates was considerable. 


Yet, the overall impression is that the Quebec market was 
a fairly competitive one. While the activities of the Board Associa- 
tions eliminated price competition over 45 per cent of the market and 
the Conference activities somewhat mitigated it over another 25 per 
cent, it is clear that, far from controlling the Quebec market, these 
two groups were losing ground to the independent companies as far as 
market shares were concerned. This may be taken as an indication of 
effective and increasing competition based, at least in part, on price. 


In the case of Ontario, it would appear at fir-:t glance that 
only 46 per cent of the business done in the years 1950-52 was written 
at Board rates. It must be recalled, however, that in Ontario there 
was particularly close collaboration between the C.U.A. and the 
I.A.C.I,C. in the matter of rates (see Chapter V, section 1). In Chap- 
ter VI it was shown that of the 90 separate rates charged by the Con- 
ference on the coverage there described, 66 rates were identical with 
the corresponding rates of the C.U.A., 22 were $1 lower and 2 were 
$2 lower. Again, the adherence to these Conference rates shown by 
the Conference members was particularly high. Of the 33 Conference 
members writing automobile insurance in Ontario, 27 used the Con- 
ference rates given in the Director's Statement for third party liability, 
with some exceptions; and of the 30 Conference rates for third party 
liability, 6 were the same as the corresponding C.U.A. rates, and the 
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remainder, or 24, were only $1 lower. For the collision coverage 
16 of the Conference members used Conference rates, these rates 
being identical with the corresponding C.U.A. rates. For the fire 
and theft coverage, 22 of the member companies used Conference 
rates in all territories, these rates again being identical with the cor- 
responding rates of the C.U.A. Other member companies used Con- 
ference rates in some territories, but not in others. Furthermore, 
it was shown in Chapter VI that some of the independent companies 
charged Board rates. 


Although it is impossible to state the exact share of the 
market which was supplied at Board rates, it is clear that it was much 
higher than the 46 per cent figure which represents the share of the 
total market enjoyed by the Board companies. The activities of the 
C.U.A. and the Eastern Conference in Ontario must be adjudged to 
have effected a substantial lessening of competition in the matter of 
premium rates. The growth in importance of sales by independent 
companies may be taken as an indication that some of these companies 
were offering price competition of increasing effectiveness. 


Although there was collaboration between the Board and 
Conference companies in Manitoba in the matter of premium rates, 
this collaboration did not result in as great a degree of similarity of 
rates as was the case in Ontario. Of the total of 45 separate Confer- 
ence rates shown in the Director's Statement for the three specified 
coverages for 1953 on a 1953 Ford Mainline Fordor Sedan, only 7 
were the same as the W.C.I1.U.A. rates, 5 were 25 cents higher and 
10 were 25 cents lower, but the remainder varied from $1 to $4 below 
W.C.1.U.A. rates. Furthermore the Director's Statement does not 
present any evidence on the degree of adherence among Conference 
companies to the rates agreed on at Conference meetings. As was 
shown earlier in Chapter VII, some independent companies had rates 
which were the same, or substantially the same, as Board or Confer- 
ence rates, as the case might be. Thus, although the proportion of 
the total business which was actually done at Board rates in 1950-52 
was greater than the 59 per cent figure, given in the table for Manitoba 
in Chapter X, as the share of the market enjoyed by the Board com- 
panies, it is impossible to state accurately the extent of the influence 
of these Board rates. It would appear that, despite the collaboration 
of the two groups, competition in respect of premium rates was not 
restrained to nearly the same extent as in Ontario. 


It will be recalled from Chapter VI that in Saskatchewan 
the Board premium rates and the Conference premium rates for 1953 
for a 1953 Ford Mainline Fordor Sedan were identical in both terri- 
tories. The Board and Conference companies together, however, 
sold only some 36.1 per cent of the total voluntary automobile insur- 
ance sold in the province in the years 1950-52. There was, further- 
more, a large number of companies writing automobile insurance in 
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Saskatchewan, the volume written by each company being relatively 
small. 


It seems reasonable to conclude that there were ample 
competitive opportunities for purchasers of voluntary insurance in the 
Province of Saskatchewan in the period under discussion, despite the 
collaborative efforts of the W.C.I.U.A. and the Western Conference 
and the identity of their rates. 


In the case of Alberta, it will be recalled from Chapter V 
that there was considerable collaboration between the W.C.I.U.A. and 
the Western Conference in the matter of establishing premium rates. 
In Chapter VI it was pointed out that of the 60 separate rates charged 
by the Western Conference for the three types of coverage for a 1953 
Ford Mainline Fordor Sedan in the year 1953, 22 rates were identical 
with the corresponding rates of the W.C.I1.U.A., that an additional 10 
Conference rates were lower than the W.C.I.U.A. rates by less than 
$1, and that the remainder differed from the W.C.I.U.A. rates by 
amounts ranging from $1 to $7. Although no material was presented 
in the Director's Statement on the degree of adherence to these rates 
by the member companies of the Western Conference, it is clear that 
the proportion of the total sales of automobile insurance in Alberta 
which were effected at Board rates was higher than the 58.5 per cent 
figure given in the table in Chapter X for the years 1950-52, and that 
to this extent competition in price was reduced. It is also true that 
some of the independent companies charged rates which were the same 
or substantially the same as the Board rates or the Conference rates, 
as the case may be. 


It would appear from the foregoing that in respect of re- 
striction of competition in premium rates, Alberta occupies a position 
between Ontario and Manitoba, restriction having proceeded further 
than in the latter, but not so far as in the former. The shares of the 
market held by the Board and Conference companies in Alberta and in 
Manitoba were virtually the same (76 per cent in Alberta, 75.9 per 
cent in Manitoba) as compared with 84 per cent in Ontario. But the 
ratio of identical rates was higher in Alberta (22 out of 60) than in 
Manitoba (7 out of 45), although the proportion of Conference rates 
which were within $1 of the Board rates was higher in Manitoba (10 out 
of 45 as compared with 10 out of 60 for Alberta). In Ontario, however, 
there were 66 identical rates out of a total of 90. 


With regard to British Columbia, it was shown in Chapter 
V that there was collaboration between the B.C.U.A. and the B.C. 
Conference in the matter of premium rates, and that the Conference 
generally established its rates with reference to and at differentials 
from the Board premium rates. In Chapter VI it was shown that of 
the 60 separate rates established by the B.C. Conference for specified 
coverages for a 1953 Ford Mainline Fordor Sedan in 1953, 46 rates 
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were identical with the corresponding B.C.U.A. rates, 8 were $1 
lower, and 6 were $2 lower. There seems little doubt that the colla- 
boration between the two bodies in conjunction with the very large 
share of the market held by the two organizations substantially reduced 
the price competition on automobile insurance available to the auto- 
mobile owners of the Province of British Columbia. It will be recalled, 
too, from Chapter VII that some of the independent companies charged 
rates which were the same or substantially the same as Board or Con- 
ference rates, as the case might be, thus further reducing effective 
price competition. Although no material was given in the Director's 
Statement on the degree of adherence to the Conference rates by its 
members, it seems reasonable to suppose that the degree of restric- 
tion of rate competition in British Columbia was about the same as 
that in Ontario, if not greater. 


In short, it would appear that the rates promulgated by the 
Board Associations ruled the market in the Atlantic Provinces, were 
of preponderant influence in British Columbia and Ontario, and of 
lesser importance in Alberta and Manitoba. In Saskatchewan and 
Quebec there was a substantial degree of rate competition. 


Again, it was shown in Chapter V that the correspondence 
of rates and the similarity of rates between the Board and Conference 
organizations was not a matter of chance, nor was it simply the result 
of Conference firms learning through the ordinary course of everyday 
business that the Board companies were charging certain rates for 
certain coverages. The transmission of information on rates from 
the Board to the Conference organization was, in many instances, an 
organized matter, and even when not organized formally, was carried 
on to such an extent that each group was fully apprised of the rate 
changes and rate levels which the other organization was planning on 
charging through the coming year. It was shown in Chapter V that 
the Conference rates were generally set as a result of conscious price 
leadership by the Board organizations and that the rates recommended 
by the Conference organizations were set at differentials below the 
Board rates. 


Within the Conference organizations there does not appear 
to have been actual promulgation of rates, although rates were adopted 
by Conference meetings. Certainly no organization existed whereby 
the rates charged by member companies could be policed. Nor was 
there any provision for sanctions against companies that did not abide 
by those rates. The rates agreed on by the Conference organizations 
were adhered to to an extent which is known in some areas and un- 
known in others; the extent is explicitly spelled out for Quebec and 
Ontario, but not for any other province or territory. 


Even in the period 1950-52 it must not be thought that the 
Board organizations were in a position to set rates at whatever level 
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they might choose, without regard to competitive or other factors. If 
Board rates were set too high there was always the prospect that Con- 
ference companies would increase the differential between their rates 
and Board rates and thereby gain a larger share of the market. There 
was also the trend, clearly shown in this period, toward independent 
companies as against Board companies. Competition from this source 
was a deterrent against unreasonable Board rate increases. Again, pub- 
lic complaints against rising premiums and the fear of possible com- 
pulsory insurance under government auspices, must have been a cause 
of some concern to Board organizations when setting rates. 


In the years since 1952 the trend of business away from 
Board companies to independent companies has carried on, until, as 
we saw, in 1957 independent companies wrote more business than did 
Board companies. We also saw that in some provinces a significant 
number of companies gave up Board affiliation. Under these circum- 
stances the Commission is convinced that decreasing percentages of 
premiums have been written at Board rates, though we have no detail- 
ed direct evidence of the extent of the change. Our conclusion, based 
on the information set out in Chapter X for the year 1957, as compared 
with the previous period 1950-52, is that rate competition was much 
more widespread and effective in the Later year than in the earlier 
period. In our view this is in the public interest. However, it must 
be remembered that Board rates are still mandatory for Board mem- 
bers, and no doubt still have some influence on Conference rates and 
on the rates charged by some independent companies. 


4. Agents' Remuneration and Agreement on 
Fixed Rates of Commission 


An inquiry into all phases of the automobile insurance in- 
dustry would include an examination of methods of remuneration of 
agents, and in particular of the method which predominates in this 
country, vize, by a commission consisting of a percentage of the gross 
premium on the policy. However, this inquiry is concerned only with 
conditions or practices which are related to monopolistic situations 
or restraint of trade. There is nothing inherently monopolistic or 
trade restraining about the commission method of paying for services. 
On the other hand, if the commission method of payment is used to 
support practices which may come within the purview of the Combines 
Investigation Act, it calls for some consideration. 


The commission method of payment is employed by the 
vast majority of automobile insurance companies in Canada, as well 
as in the United States. Generally it appears to have been found satis- 
factory to both companies and agents, though as we saw in Chapter II 
some friction has developed on occasions in recent years between 
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Board organizations and agents' organizations. Some few companies 
in Canada sell their policies through their own employees and do not 
make use of independent agents. Also, a few companies have a con- 
tingency commission system for a particular class or classes of 
agents, by which is meant a commission that depends in whole or in 
part on profits from business arising through that agency. 


It will be recalled that Chapter III showed the Board or- 
ganizations to have established certain maximum rates of commission 
which could not be exceeded by member companies. It was shown 
that over a period of years the Board Associations had acted to reduce 
the commission rates which were to be allowed by member companies 
and that in the period since 1949 the rates of commission have been 
substantially identical in all territories except Newfoundland. It was 
also shown in Chapter II that prior to 1948 the regulation of commis- 
sions was by no means universal, for in the so-called ''excepted"' cities 
commission rates were negotiated between individual agencies and 
the companies for whom they worked, and that prior to 1948 the gen- 
eral agent received overriding commissions on all his business, both 
direct and indirect. It was shown that prior to 1948 agents' commis- 
sions in some parts of the country ranged from 25 per cent to as high 
as 324 per cent of the premium. In 1948, however, the so-called 
"excepted" cities were abolished by the Dominion Board and rates of 
commission on direct business were reduced. Reductions in commis- 
sions were put into effect in the Province of Quebec in 1950 on private 
passenger vehicles; and on April 1, 1953, commissions were reduced 
again. It appears that since April 1, 1953, the rates of the Board 
companies have been 15 per cent on private passenger business, 15 
per cent on commercial vehicles, and 74 per cent on inter-urban 
transport and risks rated in the public automobile section of the manu- 
ale On January 1, 1959, the C.U.A. abolished overriding commis- 
sions on sub-agency business. Thus, the Board organizations have 
set commissions on a percentage basis and by their decisions over a 
period of eleven years have reduced the percentage payable to insur - 
ance agents writing automobile insurance. 


The Conference organizations also were interested in the 
matter of commissions. It will be recalled from Chapter IV that 
there was evidence that the I1.A.C.I.C. had agreements going back at 
least to 1947 and extending to 1953 regarding maximum commissions 
payable to producing agents. Apparently there were exceptions, how- 
ever, certain companies declining to agree to these set rates of com- 
mission, and, so far as is known, there was no machinery for the in- 
vestigation of the rates of commission paid nor any provisions for 
sanctions against companies which did not adhere to the maximum 
rates. The information given on the range of commission rates paid 
in Ontario and Quebec indicates that the agreements were not observed 
strictly, although there was a very considerable degree of respect paid 
to the 174 per cent maximum agreed on in 1953, about 85 per cent of 
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the member companies paying no more than that on direct business. 
For more recent years, the only evidence we have is that agents' com- 
missions have not been discussed at all in the Eastern Conference since 
1953. Inthe case of the Western Canada Independent Automobile Con- 
ference it is indicated that there was agreement among the Conference 
companies in that territory for certain maximum rates of commission, 
but the evidence indicates, further, that there was a considerable 
fraction of the companies which exceeded the maxima agreed upon. 


No conclusive evidence is available to show that the 
I,A.I.C.B.C. had any effective agreement on maximum commissions. 


The advantages of the commission system of payment, both 
to the companies and to the agents, are obvious and need not be describ- 
ed here. However, in view of the actions taken by Board organizations 
in respect of agents' commissions, as mentioned above, we deem it 
necessary to make brief reference to certain drawbacks said to attach 
to the system: 


1, It is argued that as poor risks carry higher premiums and higher 
premiums mean larger commissions, the percentage method encour- 
ages agents to sell to poor risks. If a large proportion of poor risks 
are written, the ensuing higher loss experience will lead to higher 
premium rates for all, which will be detrimental to the public. 


The Director's Statement quotes views expressed by Mr. 
Justice Masten in his report in 1919, and by two American insurance 
officials, whose opinion are entitled to great respect, all of which 
support this argument. No further evidence was given at the hearing. 


The Commission has formed the opinion that while there 
is, in the percentage method, some tendency to promote the sale by 
the agent of poor risks, the incidence of such tendency is not likely to 
be as great as some persons fear. In our view, no agent could success- 
fully persist in such a course for very long, since it would probably 
lead to a bad loss record and unwillingness on the part of any company 
to engage or continue his services. 


Le Another alleged disadvantage of the percentage method of paying 
commissions is that agents are thereby encouraged to sell policies of 
companies which charge the highest premium rates or which pay the 
highest percentage in commissions. The Commission considers that 
the temptation to sell more expensive policies certainly exists, but 
must be greatly tempered by such considerations as the greater diffi- 
culty of selling higher priced policies and by the agent's desire to re- 
tain the goodwill and patronage of his clients. 


The tendency to sell policies of companies which pay the 
highest percentage in commissions must be very strong, and is not 
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tempered by any of the above considerations unless the premiums are 
also higher than on other policies. On the other hand unless the pre- 
miums are higher or unless there is a consequential tendency to raise 
commissions generally it is difficult to see how the public would suffer. 


Ss A third drawback arises from setting the cost factor at a fixed 
percentage of the gross premium. This was discussed earlier in this 
chapter. 


4. It is argued that the percentage method tends to pyramid costs. 
The commission is a percentage of the gross premium and is itself 
included in the premium. It is said, therefore, that the agent receives 
a commission on his commission. Likewise he receives a commis- 
sion on the amount included in the premium for premium taxes. Again, 
if the premium is increased to provide for an increase in the loss 
factor, in company overhead, in premium taxes, or in his own com- 
mission, he gets his percentage of the increase, though there has been 
no increase in his effort or service. 


The Commission considers that this argument has some 
force, particularly in a period of rapidly rising premiums. It loses 
most of its effect if these matters are allowed for in setting the per- 
centage of commission or in adjusting it from time to time. 


Turning now to the actions taken by Board organizations, 
which were described in Chapter II and referred to at the beginning 
of this section, it is obvious that the abolition of the "excepted"! cities 
in 1948, and the abolition of overriding commissions which was com- 
pleted by January 1, 1959, have made the agency system much less 
flexible than formerly. The present system does not allow for varia- 
tions in the services rendered by agents, compensated for by varia- 
tions in the commissions paid. In the result it is difficult to see how 
an agent can continue to employ and supervise sub-agents, or how he 
can afford to perform extraservices such as the writing up of policies, 
since he receives no remunerationineither case forso doing. It ap- 
pears likely that if the new rules are fully applied all agencies under 
Board auspices will perform substantially the same services, essential- 
ly the minimum services formerly provided by any agent. imdact; 
evidence given at the hearing by representative agents indicates that 
this change is taking place, that sub-agents have been let out and have 
gone to work directly for the companies, and that more of the under- 
writing services have been taken over by the companies. 


From an economic viewpoint it is desirable that com- 
panies should be free to use the factors of production (one of which is 
the services of insurance agents) in such manner, quantities and 
qualities as they see fit. There is no good reason why all the com- 
panies in the industry, or all those belonging to Board organizations, 
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should be required to use exactly the same factors of production in pre- 
cisely the same proportions in producing insurance policies or services. 
It is fairly certain that, given freedom to make their own demands on 
the factors of production, various insurance firms will, as they did in 
the past, use slightly different combinations of them in their efforts to 
raise efficiency, reduce costs and maximize profits. But the ability 

to do so is impaired by rules rigidly fixing the rate of remuneration 
which may be paid to one class of the factors of production, in this 

case insurance agents. 


At the hearing, fear was expressed on behalf of the agents 
that by the changes we have been discussing, the traditional position of 
the independent agent in this country was being radically altered, and 
that he was being forced into a position similar to that of the agent in 
England. Counsel for the C.U.A. vehemently denied that any sort of 
conspiracy to accomplish such a purpose existed. He contended that 
the older system of super-agents who performed underwriting services 
and employed sub-agents, which grew up in the early days of insurance 
in Canada when there were few centres cf population and a vast hinter- 
land, has now become anachronistic. In his submission it was a natur- 
al and proper development for general agents and overriding commis- 
sions to disappear, and for more of the underwriting to be done in the 
office of the insurance company that assumes the underwriting risk. 


It may be that with the development of this country com- 
panies may find it has become more economically efficient to discon- 
tinue general agents and others who perform underwriting services, 
and to do all or most of the underwriting work in their own offices. 
Certainly there could be no objection to any company or companies, in 
the exercise of its or their individual judgment, making such changes 
in administrative arrangements. If such changes produced economies 
in operation, other companies would be expected to do likewise. What 
raises some question in the minds of the Commission is that these de- 
cisions were not made individually but by joint agreement of the com- 
panies in the Board organizations. The result was not brought about 
by the free play of competitive forces, though such forces may have 
helped to inspire the move. 


In considering the reductions that occurred in commissions, 
the evidence clearly indicates that various factors, of which the intro- 
duction of financial responsibility and safety responsibility laws in a 
number of provinces was perhaps the most important, had consider- 
ably increased the sales and reduced the work per policy of agents. 
Under these circumstances we would expect a reduction in the com- 
mission by the operation of competitive forces. It is not the fact that 
commissions were reduced, but that the reductions were brought 
about by joint agreement of the Board companies that raises a question 
in our minds. Without the intervention of this agreement, the reduc- 
tions might well have been different in their extent and incidence, and 
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might not have resulted in a uniform level in all provinces except New- 
foundland. It is at least arguable that the public interest would be 
better served by some flexibility in commissions, with variations re- 
lated to conditions in different areas or in type of service provided, de- 
termined by competitive forces. 


An important question which arises in connection with 
commissions is the extent to which companies should be allowed to 
compete with each other and to bid for the services of insurance agents. 
The attitude of the Dominion Board organizations is typified by the 
submission of the C.U.A. in which the following parts of the report of 
Mr. Justice Masten (pp. 19 and 12) are quoted with approval: 


'In most cases the Agent is the Agent not of one but 
of several Companies, and it largely depends upon the in- 
surance agent himself as to which of the Companies repre- 
sented by him secures the more profitable or larger share 
of his business. Asa result, when they are free to do so 
and not bound by an agreement among themselves, Com- 
panies frequently seek to secure business by out-bidding 
the commission paid to the Agents by their competitors. 
This competition between the Companies for business again 
increases the expense, which must ultimately be borne by 
the premium rate, that is, by the payments made by the 
insurers. The result is that, owing to the competition be- 
tween the Companies and the control which Agents have 
over the business, the expense of insurance is increased to 
the public, without any chance of its being lowered by com- 
petition or other ordinary means, and the public, who have 
to pay in the end, are unable to lower the expense in any 
way unless by Legislation. The Companies themselves are 
powerless to completely deal with the difficulty, unless all 
Companies can be induced to enter into a binding agreement 
limiting commissions, because if any strong Companies 
stand out the result is that they get all the preferred business 
away from those who had agreed to lower the commissions. 
So far a general agreement among the Companies has proved 
to be impossible in Ontario." 


(Brief of Canadian Underwriters! 
Association, p. 27. Underlining 
supplied by the C.U.A.) 


"Whatever justification, however, there may be for 
a combination of insurance companies to maintain rates, 
there is undoubtedly the fullest justification for such a 
combination to limit the expenses of the business. There 
are obviously two ways of enlarging the turn-over of a 
company under competitive conditions - one to cut rates, 
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and the other to increase commissions. From the stand- 
point of the insuring public, competition in respect to com- 
missions is even more serious than competition in rates. 

In the event of rate reduction the public obtains at leasta 
temporary benefit, but in the case of increased expenses the 
public is invariably the loser." 


(Brief of Canadian Underwriters! 
Association, p. 28. Underlining 
supplied by the C.U.A.) 


The attitude of the C.U.A. was further expressed by Mr. 
Hansard at the hearing as follows: 


Now, if one company negotiates commissions with 
one of those agents which are a little higher than the rest, 
on the basis of getting either more preferred risks or more 
of the business, what do the others do? It starts a rat race. 
It starts the companies that happen to be working with that 
agent to bidding among themselves for the business produced 
by that agency. The'net result, by the facts of life, neces- 
sarily has to be that the commissions go up. 


Where does the commission come from? It comes 
out of the rate. ‘If*that commission comes out of the rate 
and what is left is not enough to cover liability and expenses, 
the loss factor and the cost factor, then solvency requires 
that the rate goup. The result is that unrestricted competi- 
tion among companies for the favours of agents through com- 
missions necessarily raises the cost of insurance to the pub- 
lic’ ° That-is one*.of the things that imy clientsimavepeen 
zealous to avoid." 


(Hearing, pp. 407-08) 


A similar argument was also expressed in a letter dated 
March 16, 1959, from the Royal Liverpool Insurance Group to the 
Chairman of this Commission. 


We can appreciate the desire of insurance companies to 
avoid anything like a commission rate war. The consequence would 
be bad for the companies and bad for the public. However, the fore- 
going argument appears to be based on the assumption that in commis- 
sion matters, competitive pressure comes from one side only, i.e., 
from the companies seeking to secure the services of agents. No evi- 
dence and no argument were presented in contradiction of this assump- 
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tion, but the Commission wonders if, in fact, there is no competition 
among agents seeking to represent companies. Putting it in another 
way, do conditions and circumstances not arise in which a company 
which deems the commissions it is paying to be too high, can negoti- 
ate lower rates with its agents, or failing that, can find other agents 
who will accept lower rates? 


A second point merits consideration. It is not the rate of 
commission alone, but also the efficiency and productivity of the 
agent which determine whether his services are too costly to the com- 
pany, or profitable. Thus, where a company receives a superior 
service from the agent, it can afford to pay him a somewhat higher 
rate of commission. It is therefore difficult to follow the argument 
that commission rates must be uniform and subject to arbitrary 
maxima in order to prevent companies from becoming insolvent. 


In the Commission's view some competition in commis- 
sions is in the public interest. Subject to adequate provisions being 
in force to protect the public against non-payment of claims arising 
from the insolvency of companies, we consider that companies should 
be free to choose whether to employ the agency system or some other 
method of selling policies, and also to pay such rates or amounts of 
commission as they deem advisable. In other words, we are not con- 
vinced by the arguments that rates of commission should be fixed and 
mandatory. 


be Restrictions on the Freedom of Agents and 
Companies to Expand Freely 


(a) Restrictions on Agents 


In Chapter III there were described certain of the Board 
organizations! rules which provided that supervising general agents, 
provincial general agents and city agents might not maintain or have 
any financial interest in any other agency in the territory under their 
jurisdiction, either directly or indirectly, and that no local agent 
might have any financial interest directly or indirectly in agencies of 
those three types. 


A company may justify restricting its supervising and 
provincial general agents in this way, on the ground that they are real- 
ly managers in their territory for the company and should not be in- 
terested in agencies which act for other companies. But why should 
such a restriction be imposed by a rule of the Board organization on 
all member companies? With respect to city agents and local agents, 
who usually act for a number of companies, this argument has noplace. 
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As agents are independent businessmen maintaining their own offices 
and employing their own staffs there seems to be no reason why they 
should be prohibited by joint action from expanding their interests in 
this way. The Board organizations have taken the view that the rule 
does not prevent one agent from absorbing another, thus acquiring full 
control, but it does prevent acquisition of a partial interest. The argu- 
ment mentioned in Chapter III that the rule prevents an agent from 
setting up a puppet sub-agency and collecting both direct and overrid- 
ing commissions has no validity now that overriding commissions have 
been abolished. 


Another rule of the C.U.A. appears to restrict the opera- 
tion of agents. As found in the amended Constitution and By-Laws of 
the C.U.A., as submitted to the annual meeting of May 29, 1958, it 
reads as follows: 


"3, Maps and Plans and Fire Rating Material: 


Any agent in the Commission Districts of Toronto or 
Montreal who acts as agent for any insurer, for classes of 
business falling within the jurisdiction of the Association, 
operating in the Provinces of Ontario and Quebec which is 
not a Member of the Association shall not have the right to 
receive or retain maps and plans or fire rating material." 


(Amended Constitution and By-Laws 
ofthe CRUsAY, for 30) 


The brief submitted by the C.U.A. stated that maps, plans 
and rating material are not essential to the carrying on of an agency, 
many operating without them. It also pointed out that while under the 
rule the agent has no "'right'' in the above circumstances to demand 
them, many agents in fact have them as a matter of concession. The 
Commission agrees that maps, plans and fire rating material may not 
be necessary for all agencies, but is of the opinion that they would be 
very useful in a large local agency, highly desirable if not necessary 
in a city agency, and necessary in a general agency. 


The evidence of Mr. Mylrea and Mr. Tomenson quoted in 
Chapter III shows that in C.U.A. territories an agent for a Board 
company may also act for a non-Board company. Further a general 
agent for a Board company could be a local agent of a non-Board com- 
pany. 


As was stated many times during the hearing, most agencies 
carry on both fire and automobile insurance. 


The above rule concerning maps, plans and fire rating 


4 ORs 


material was supported by counsel for the C.U.A. on the ground that 
it was merely to protect them from being used for companies that had 
not contributed to their cost. It might, however, in our opinion, act 
as a deterrent to any agent who is otherwise entitled to these things, 
and who has an opportunity to take on a local agency for a non-Board 
company. 


Any such deterrent effect would tend to prevent the de- 
velopment of the agency to its optimum size and efficiency. 


(b) Restrictions on Companies 


Another group of restrictions imposed by the Board or- 
ganizations limits the number of certain classes of agent that may be 
appointed by any one company. These restrictions are described 
in Chapter III, Section A 3(a). In so far as general agents are con- 
cerned the submission of the C.U.A in its brief was that they accepted 
management responsibilities for their companies and that it would be 
a contradiction in terms to say that one insurer could have two or 
more people in "'entire charge"! in any given area. This contention 
appears to be eminently sensible, so much so that no Association rule 
on the point seems necessary. No other reason for the restriction 
was advanced. 


The C.U.A. rule that a city agent might be located only 
in the commission districts of Toronto and Montreal, and that mem- 
bers might not appoint more than two city agents in the commission 
district of Toronto, nor more than one city agent in the commission 
district of Montreal, is not subject to the same reasoning. 


-In connection with this rule, a statement in the C. UsAs 
brief is pertinent: 


"Apart from the above [rules as to general agents 13 
there are no 'restrictions relating to the appointment of 
agents' in the automobile field. All agents in one terri- 
tory receive the same scale of commissions, and thus the 
need to set up categories does not exist." 


(Brief of Canadian Underwriters! 
Association, p. 29) 


If this statement means that the above rule and another 
dealing with transfers of city agencies are no longer operative, it is 
unnecessary to discuss them further, except to say that as contained 
in the C.U.A~ rules, in our opinion they are restrictive of competition. 
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Another possible restriction on the operations of compan- 
ies is the requirement that the appointment of general agents and city 
agents have to be approved by the appropriate territorial association. 
This requirement may be intended to relate only to the rules fixing 
the location and numbers of such agents, but on its face it would appear 
capable of being used to limit the expansion of a company's agency 
force. 


Another restriction found in the C.U.A..and W.C.1.U.A. 
is the rule specifying that the head office of a member company may 
be located only in a particular city or cities. Inthe W.C.I.U.A.a 
similar rule was stated to apply to branch offices. The Commission 
has heard no explanation of these rules, which appear to limit a mem- 
ber company's power to organize its business as it may see fit. 


6. Restriction of Business to Board Members 


The first rules to be mentioned under this heading are 
known as the ''non-intercourse" and ''separation'' rules, which were ex- 
plained in Chapter III. Since by 1953 these rules had been reduced 
very much in application they can be dealt with briefly. A non-inter- 
course rule still applied in the Maritimes to local agents, being more 
effective in New Brunswick than in other Maritime Provinces. It still 
applied to supervising and provincial general agents, except in C.U.A. 
territories and Newfoundland. That is all. 


Where such rules are in effect they tend to make it more 
difficult for non-members of Board organizations to do business, by 
denying to them the services of agents who act for Board companies. 
Conversely, they tend to restrict the business of Board company agents 
by prohibiting them from acting as agents for non-Board companies. 


Two further rules of this type require consideration, viz., 
the rules against ceding to or assuming from a non-Board company 
any re-insurance business. Rules to this effect are found in most of 
the Board organizations. Clearly such rules are intended to keep re- 
insurance business of Board companies within the family and to avoid 
dealing with non-Board companies in re-insurance matters. 


Any company has the right to accept or refuse re-insurance 
from any other company and to select companies to which it is willing 
to cede re-insurance. But once again, when these decisions are made 
by rule arising out of joint action, and are binding on all the members 
of organizations which enjoy a substantial portion of the automobile 
insurance business, some question arises. They have a tendency to 
make the business of non-Board companies more difficult by limiting 
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the re-insurance facilities open to them. 


The Commission doubts that any of these business-direct- 
ing rules seriously affect the operations of non-Board companies in 
practice. We have seen that ''separation'" and 'non-intercourse''rules 
have largely disappeared. We have no direct evidence concerning 
the actual effects of the re-insurance rules, but the existence of a 
substantial number of non-Board companies, both Conference and in- 
dependent, together with a growing list of re-insurance companies 
classed as independent, suggest that non-Board companies have little 
difficulty in handling their re-insurance requirements. 


te The End of the Dominion Board 


Counsel for the C.U.A. stated at the hearing that the 
Dominion Board of Insurance Underwriters no longer existed and that 
any function formerly exercised by the Dominion Board was now a 
function of the Canadian Underwriters! Association (Hearing, p. 68). 


No further information was furnished concerning the above 
change. The Commission has assumed therefore that while the 
change no doubt has entailed some variations in procedure within the 
Board organizations, no changes have resulted which affect the merits 
of any of the matters considered in this report. 


CHAPTER XI 


RECOMMENDATIONS 


Much of the detailed information compiled by the Director 
was limited to the period 1950-52. Further information obtained by 
the Commission, with particular reference to the year 1957, indicates 
that the share of the total automobile insurance business held by mem- 
bers of Board Association, which had been shown to be declining be- 
tween 1950 and 1952, had undergone a further substantial decline. 
Nevertheless, in 1957 Board companies still held over 37 per cent of 
the business, and Board actions in respect of such matters as pre- 
mium rates and commission rates still influenced very materially the 
rates charged and paid by Conference companies and by some inde- 
pendent companies. In the opinion of the Commission the portion of 
the market affected by decisions of Board organizations, throughout 
the period covered by the inquiry, at least down to and including 1957, 
has been sufficiently large that joint actions by these organizations 
and their members, of the kinds described in this report, have hada 
substantial effect on the degree of competition in the automobile in- 
surance business. 


Some of the rules, methods and activities of Board organi- 
zations and companies have features which might, in some circum- 
stances, bring them within the kinds of action defined by the Combines 
Investigation Act or Section 411 of the Criminal Code, and this has 
raised in our minds the distinct possibility that they might be held to 
infringe upon the law. 


The first of these matters to which we would call attention 
is the agreement in Board organizations for uniform minimum pre- 
mium rates, which in effect are fixed rates binding on the member 
companies of the respective territorial associations that adopt them. 
In nearly all the states in the United States and in one province of 
Canada, Nova Scotia, this question has been the subject of legislation. 
While the legislation varies in some respects in different jurisdic- 
tions, the general approach may be described as follows: 


Rating bureaus are required to file their schedules of rates 
with the Department of Insurance for review before becoming effective 
for fheir members. Companies not members of rating bureaus must 
also file their rates. Deviations are usually permitted by a company 
which is able to show that its loss-cost picture enables it to charge 
lower rates with safety and non-members of the rating bureau are 
usually enabled to subscribe for rating material. 
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The Province of Ontario has legislation authorizing the 
Superintendent of Insurance similarly to require rates to be filed under 
oath and to prohibit deviations from the rates filed, but this power has 
not been used for many years. That province has also passed legisla- 
tion, which however is not in force because it requires proclamation 
and has never been proclaimed, authorizing the Superintendent, after 
due notice and hearing, to order an adjustment of premium rates if 
found to be inadequate, excessive, unfairly discriminatory or other- 
wise unreasonable. 


Under the Canadian constitution, legislation of this kind 
is wholly within the jurisdiction of the provinces. As a federal body, 
appointed to administer specific federal enactments, it is not a func- 
tion of this Commission to make recommendations to provincial gov- 
ernments for provincial legislation. Further, the Commission has 
not sufficient information concerning the operation and effect of the 
legislation now in force in the United States and Canada to enable it 
to make any recommendations based on knowledge of the relative 
advantages and disadvantages attaching toit. Therefore, the Commis- 
sion does not intend to consider any legislative suggestions. 


In our opinion the C.U.A. and other territorial associa- 
tions are in a position to remove any question concerning the validity 
of their present practices concerning premium rates. We suggest 
that they should review the situation and should consider in particular: 


(a) Abandoning the compulsory feature of their rate structures, so 
that members will be able to offer some competition in rates if their 
loss and cost position justifies it. 


(b) The arbitrary cost factor. In order to arrive at a premium rate 
some amount must be included for costs and profit. We are not ina 
position to judge whether the drawbacks attaching to the use of the 
present cost factor can be satisfactorily removed. In our opinion, if 
it is deemed necessary to retain the cost factor on something like the 
present basis, it should be reviewed much more frequently than in the 
past, so that changing conditions will not find it so much out of line as 
was the case prior to the 1953 changes. In any event the existence of 
the cost factor should not prevent a company whose costs are lower 
than the cost factor indicates from making corresponding reductions in 
its premium rates. 


The Commission makes one further suggestion in connec- 
tion with rates, viz., that purely as a matter of policy the Associa- 
tions consider making their rating material available to any non- 
member company on payment of a fair price. No inference should be 
drawn from this suggestion that the Associations are under any obliga- 
tion to do so. 
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A second matter to which we direct attention is that of fix- 
ed maximum commission rates, binding on Association members. 
We suggest that consideration be given by the Associations to removy - 
ing the fixed character of commissions along with fixed premium 
rates. \While\in‘some large’ centres there appears totbea trend 
toward putting all agents on the same basis, it is not yet true that all 
companies employ their agents, or at any rate all their agents, on 
exactly the same basis and expect the same services from them. 
Variation in kind or quality of service by agents justifies variation 
in their remuneration. 


One other group of restrictive rules remains. In some 
Associations some of these rules have been abandoned or have less 
effect than formerly. We suggest that the Associations consider the 
advisability of abolishing them. We refer to what remains of the 
"non-intercourse" and ''separation" rules, to rules limiting re-insur- 
ance to Association members, to those limiting the location and 
thereby the number of branch offices, and to those limiting the num- 
ber of agents of certain classifications that may be appointed by a 
member company. 


(Signed) C.“R./Smith 
Chairman 


(Signed) A. S. Whiteley 
Member 


Ottawa, 
May 16, 1960 
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